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Wednesday, February 5, 1919. 

RAILROAD ADMINISl RATION. 

STATEMENT OF MB. WALKEB D. EISTES, DIBECtOB GESTEBAL, 
nsriTED STATEa BAILBOAD ADMINISTBATIOST. 

General Statement. 

The Chairman. Mr. Hines, there has been submitted in House 
Document No. 1722, tnis session, an estimate on behalf of the Director 
General of Railroads for $750,000,000 as an addition to the 
^500,000,000 heretofore appropriated as a revolving fund in con- 
nection with the administration by the Government of the railroads 
of the country and which is as follows: 

[House Doomngnt No. 1722, Bixty-flfth Congress, third session.] 

Director Gbneral of Railroads, 

Interstatb Commerce Building, 
Washington, D, C, January 24, 1919. 

My Dear Mr. Secretary: I have the honor to submit herewith a supplementary 
estimate in the sum of $750,000,000, to be immediately available and to remain avail- 
able until expended^ and to be added to and considered a part of the ''revolving 
fund" provided for in section 6 of the act approved March 21, 1918, entitled "An 
act to provide for the operation of transportation systems while under Federal control, 
for the just compensation of their owners, and for other purposes/' 

This additional sum would be expended in the same maimer and for the same 
purpose and under the same conditions as the amount appropriated in the above- 
mentioned section. 

The necessity for this appropriation erows out of the following facts: 

When the Railroad Administration shall have settled its accounts for the year 1918, 
the result will be substantially as follows: 

1. The Railroad Administration had cash on hand at the end of the 

calendar year 1918 , $247,100,000 

This represents approximately the working cash capital partlv 
in the centcal treasury at Washing[ton, but principally in the nanas 
of the Federal treasurers of the Railroad Administration throughout 
the country. This represents much less than one month's op rat- 
ing expenses and approximately this amount is necessary to enable 
the Railroad Administration and the various railroads under its 
control to me^t without delay their pay rolls, vouchers, and other 
cash requirements. 

• • «> 
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2. The Railroad Adminifltration had on hand as of Dec. 31, 1918, ap- 

proximately the following additional current assets: 

Agents' and conductors' balances $154, 000, 000 

Advances temporarily made to railroad corpora- 
tions on open account for which in effect ma- 
terials ana supplies are held collateral 100, 000, 000 

Total 254, 000, 000 

Less outstanding current liabilities 162, 047, 865 

$91,952,135 

This net balance of these current assets will become again avail- 
able in cash at the end of Federal control, but pending Federal con- 
trol i8 ine\Ttably tied up as a part of the working cash capital of the 
Railroad Administration. 

3. Loaned New York, New Haven & Hartford Railroad Co 51, 475, 000 

This amount will be eventually paid with interest, but the 
greater part of it, and perhaps all of it will not be paid until after 
the end of the calendar year 1919. 

4. Invested in necessary additions and betterments actually made dur- 

ing the year 1918 over and above the amount which the companies 
can immediately repay out of their rental and out of the balances due 

them on open account for the calendar year 1918 290, 918, 283 

This amount will eventually be paid with interest to the Rail- 
road Administration. The rapidity with which it can be paid is de- 
pendent upon financial conditions and the ability of the railroad 
corporations to borrow this money in the open market without un- 
due disturbance of financial conditions and without undue inter- 
ference with the financing of the Government. 

Total 681, 445, 4 18 

It will be observed that while all this amount of cash is tempo- 
rarily tied up in the Government's conduct of the railroad business, 
it is^xpected that the entire amount will be eventually repaid, but 
temporarily it can not be repaid as above indicated, and therefore 
provision has to be made for carrying it. 

5. In addition, the Railroad Administration will have paid the operat- 

ing loss for 1919, i. e., the difference between the standard return 
due the railroads and the net operating income derived by the Gov- 
ernment from railroad operations, this difference amounting to ... . 196, 000, 000 

This loss was due largely to the fact that increased rates were 
effective for only 6 montlis, approximately, while increased ex- 
penses were effective to a very large extent for the entire 12 months, 
due partly to the unprecedented weather last winter (the railroads 
having shown an operating loss of over $100,000,000 for the first four 
months of 1 918 as compart with 1917, although no increased wages 
were included in those months, and while the corporations them- 
selves were still operating the railroads as agents of the Director 
General), and partly to conducting business at whatever cost was 
necessary to meet the needs of war. This represents the only item 
in the oiitire expenditure for the calendar year 1918 (except a por- 
tion of the next succeeding item), which is a loss to the Government, 
and ought frankly to be charged as part of the cost of the war and 
should be regarded as an exceedingly low cost for the result accom- 
plished. 

6. In addition, the Railroad Admimstration has expended during the 

year 1918 in connection with inland waterways 4, 361, 486 

Of this amount, $500,000 represents operating deficit during the 
vear 1918. It must be remembered that this operating deficit was 
incurred in the early and formative stages of governmental opera- 
tion upon the inland' waterways and can not be regarded as incficat- 
ing in any way that similar losses are to be expected when the 
operation shall be fully developed. The balance, or $3,861,486, 
represents boats and other property acquired by the Government 
for operation of inland waterways, and, of course, can and will con- 
tinue to be so employed. 

Grand total 881,806,904 

Amount of revolving fund 500, 000, GOO 

Amount to be provided to settle all accounts for 1918 381, 806, 904 
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In order, therefore, to settle in full the accounts of the Railroad Administration for 
the calendar year 1918, it will be necessary to provide the additional sum of $381,806,- 
904. which, together with the revolving fund of $500,000,000 appr)priated in the act 
of March 21, 1918, will meet the transactions of the Railroad Administration for the 
year 1918, all of which have been outlined above. It must, of course, be understood 
that the figures used are necessarily only approximate at this time, because the ac- 
counts for the year 1918 have not been completely stated and can not be prior to 
March 1 at the earliest. 

For the calendar year 1919, financial provision must be made for the following: 

1 . To finance expenditures contemplated on inland waterways $12, 840, 000 

2. To financing Boston & Maine reorganization 20, 000, 000 

3. To financing equipment ordered in 1918 and to be delivered in 1919. 286, 000, 000 

4. To financing other necessary capital expenditures for additions and 

betterments, including equipment 491, 000, 000 

Total 809, 840, 000 

I^eas portion of companies' rental which can be devoted to capital ex- 
penditures 150, 000, 000 

Balance to be provided 659, 840, 000 

The last item above mentioned of $491,000,000 represents a forecast of capital 
expenditures which will need to be made during the calendar year 1919, including 
these which were authorized and not entered upon or not completed during the 
i^lendar year 1918. Under existing conditions it is the purpose, generally speaking, 
to avoid the making of new capital expenditures without tne assent of the corporations, 
hut with such a vast transportation system it is believed that the expenditure of 
$191,000,000 will be requircsd during the year and will be substantially assented to 
iiy the corporations themselves. 

' X very large part of thee2 expenditures must be provided for in the first few months 
of 1919, and we are comp3lled to allow for the situation that during the period prior 
to the next liberty loan campaign and during that campaign it would not he desirable 
or practicable for railroad corporations to do a large part of their own financing?. 

Under these circumstances I am of opinion that $750,000,000 is the minimum 
appropriation which will enable the Railroad Administration to carry, as abo^•e 
explained, the money that is necessarily tied up in the Government's conduct of the 
nmroad business and to provide for financing by the Railroad Administration of the 
portions of the necessary capital expenditures which it must be assumed it will be 
necessary for the Government to carry temporarily for the protection of the general 
financial situation as well as for the protection of ita own financing. Such appn)- 
priation will meet the requirement of $381,806,904 to settle the accounts for 1018, and 
m addition will pro^ide $368,193,096 toward meeting the above-mentioned capital 
expenditures for 1919. 

This matter has been very carefully considered with my associates in the Railroad 
Administration, and we are satisfied that at least this much provision ought to be 
made for temporary assistance for these important purposes. It must be emphasized 
a^in that the money so provided will eventually be returned to the Government 
with interest. 

It is highly important that adecjuate funds for these purposes should be provided 
so as to give the Railroad Administration reasonable margin for encourajrinp the 
making of such railroad improvements as may seem justifiable from the railroad 
standpoint, especially since such improvements will aid in stabilizing the general 
industrial situation. 

)Miether Government control shall continue until the end of the 21 months' period 
or shall be terminated in the next few months, it is equally necess iry that the appro- 
priation above recommended be made. If the control continued for the 21 months* 
period, it is my belief and the belief of my associates in the Railroad Administration 
that we can not count upon the railroad companies financing during the calendar 
year 1919 any greater portion of their capital expenditures than it is above assumed 
they will finance. On the other hand, if control should be terminated in the next 
few months, it will still be true that a very large part of the capital expenditures for 
1919 will have been made, and besides, the possession of an adeauate fund to facilitate 
the transfer back to private control and to give temporary aia in financing will be 
highly desirable. Of course, I must deal with the matter exclusively upon the basis 
of the law as it now stands and without reference to conditions which might be brought 
about in the event of a further extension of Federal control. 

The reason for the submission of the supplementary estimate at this time is that 
the accounts of the Railroad Administration are kept upon the basis of the calendar 
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year, and therefore it was not practicable to make any reasonable estimate until after 
the end of th*^ calendar year. 
Cordially, yours, 

Walker D. Hines. 
Hon. Carter Glass, 

Secretary of the Treasury^ Washington^ D, C. 

Before we go into a detailed examination of the financial situation 
confronting you as Director General of the Railroads, suppose you 
make such general and preliminary statement as you may wish. 

Mr. HiNES. Mr. Chairman, I wul say that I will try in 15 or 20 
minutes to put before you gentlemen what I have in mind as the 
leading features of this problem, and I think you will find that 
in that time I probably will answer, at least in a broad way, some of 
the important questions you have in your minds; but, of course, 
you will bring out a great many other matters upon which I or my 
assistants wUl be able to enlighten you further. 

The proposition is that we ask Congress for $750,000,000. Congress 
has already appropriated in the original Federal control act of last 
March $500,000,000, so the effect of it is that the Congress is con- 
fronted with a request for an appropriation which, if allowed, will 
make the aggregate appropriated for by the Railroad Adminis- 
tration $1,250,000,000, and of course it is a very pertinent question 
as to why that is needed. 

In the first place, about $200,000,000 of that $1,250,000,000, in 
round numbers, is needed to make up what might be called a deficit 
in operation for the calendar year 1918. 

The Government took possession of the railroads on December 28, 
1917, but it has been a^eed with the railroad companies that for all 
accounting purposes the accounting would begin with January 1 . 1918, 
so that our fiscal year is the calendar year, and our first fiscal year, 
therefore, is the calendar year 1918; and m that year we earned approxi- 
mately $200,000,000 less than was necessary to pay the rental which 
was contemplated by the act of Congress, so that that $200,000,000 
of the $1,250,000,000 total that we are talking about would be 
absorbed in making up that loss. 

Now, this loss, broadlv speaking, came about in this way: The 
expenses of conducting tne railroads under war conditions were ab- 
normal for various reasons, leaving aside for the moment the increased 
wages which were made because of the competition with other lines 
of industry, and which wages were made retroactive in many cases to 
January 1, 1918; the expenses in th& spring of 1918 were extraordi- 
nary on account of the abnormal weather conditions and on account 
of the serious state of congestion that the railroads were in when the 
Federal control began. 

At the end of December, 1917, the extent of congestion was 
extraordinary. That was due to a considerable extent to the fact 
that in handling war material all sorts of priorities had been estab- 
lished by different departments of the Government, and this car had 
to be moved in priority to that car, and all sorts of Grovemment stuff 
had to be moved in priority to private shipments. Now, that re- 
sulted in an extraordinary amount of switching in order to handle the 
business. You would handle a train, say, into Jersey City, and part 
of it would be priority stuff and part would not be, and you had to 
switch it out and give the priority stuff preferred handling, and that 
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resulted in an abnormal exnense in handling the business. It also 
slowed down the handling oi the btisiness, so that when the Grovem- 
ment took charge the yards of the roads in the East were so filled 
with cars that it was almost impossible to operate at all, and loaded 
cars were backed up on side-tracks clear out into Kansas and Ne- 
braska — cars destined East — ^because the yards in the East .were so 
crowded the frieght could not be received. 

Now, all that contributed to a very great increase in operating cost. 
Then we had the extraordinary weather, the unprecedented winter, 
which slowed down 

Mr. GiLLETT (interposing) . Would it interrupt you if I asked a 
question along that line ? 

Mr. HiNES. No, sir. 

Mr. GiLLETT. Could you make any estimate of the percentage of 
the congestion that was caused by tne establishing of that priority ? 

Mr. HiNES. I do not believe you could, Mr. Gillett. It was a very 
important factor. Another important factor, and the two blend so 
that you can not tell really which is which, was that under private 
control no way had been worked out to prevent a car being loaded 
when the consignee could not receive it at destination, so ^dienever 
there was an empty car and the shipper wanted to ship, he could put 
the stuff in the car and then the railroads had to worry to get tnat 
car to destination, whether it could be gotten there or not. 

On account of the weather conditions, which were unprecedented, 
the losses were very serious. Of course, locomotives would not steam 
to anything like their normal winter capacity and locomotives were 
frozen up so as to be absolutely put out of business. The weather 
was so very severe that labor was far below its normal eflBciency, and 
the result of all those unfavorable conditions, which confronted the 
Railroad Administration at the outset and which had to be worked 
through in the first few months of Federal control, was that at the 
end of April, the first four months of Government operation, January, 
February. March, and April, the railroads had fallen $105,000,000 
behind wnat had been their net for the corresponding period in 1917. 

Now, during those four months the railroads were still being oper- 
ated by the corporations. The Government had taken them over, 
but for the time being the Director General had left the corporations 
in charge as agents for the Director General, so that no cnange in 
method of operation could be regarded as responsible for that loss; 
also, the increased wages were not chargea into those months. 
Large wage increases, retroactive back to January 1 , were afterwards 
allowed, but they were not ascertained until June and were not 
charged until June. So that leaving those wage increases out of con- 
sideration, for the first four months of 1918, on account of this con- 
f:cstion and the bad weather and the consequences bound up in those 
actors, there was a loss of $105,000,000 as compared with the corre- 
sponding four months of the preceding year. 

Now, that was one important factor. Another was that throughout 
the year things had to be done in a way to get results without, m all 
caes, an opportunity to count the cost. For example, there was 
the very greatest tax on railroad employees for military service. We 
suffered not merely from the draft like any other industry, but we 
had the peculiar situation that in addition to the ordinary military 
service in France, there was a railroad military service which called 
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for a great many employees, and they had to be recruited almost 
entirely from the railroad ranks. So that we were in the position, 
different from any other industry, where we had to supply the em- 
ployees needed for the railroad military service in France, and, in 
addition, supply our full proportion of employees subject to other 
military service. 

In audition to this, there was intense competition with other indus- 
tries for employees, especially in the East. We lost a great many- 
employees, particularly shop employees and common labor^ and to a 
considerable extent the trainmen and brakemen who went into other 
war employments which paid very high wages. This made a very 
great turnover in our employees, and we had to take on a great many 
mefficient men and new men who had to learn how to do tne work. 

As the year progressed, preparing all the time for the maximum 
war business, we had more and more to come to a policy where we 
would take any employee we could, whether he was a good one or not, 
because he was better than nobody, and consequently we had to pay 
a high price for labor, not only in the wage we paid but because we 
were not getting the trained labor we would have in normal times 
and because we were constantly bringing in new people and having to 
train them, afresh. 

In addition to that, on account of the shortage of labor, we had to 

f;et our shop labor, notably, to work a great deal of overtime. I think 
or part of the time we worked our shop labor 70 hours a week. They 
heartily cooperated as a patriotic measure, but beyond 48 hours a 
week all that was overtime at time and a half, so tnat that made a 
very heavy chaise for the overtime labor. That was a war condition. 

Now, the result along with those conditions, the increased wages, 
a large part of which was applicable for the 12 months, the 
very bad winter, the constant loss of experienced employees and the 
substitution of inexperienced employees, was that our operating 
costs for the year were abnormal, and they were abnormal largely 
because of these war conditions. While that made a 12 months' 
increased burden for operating costs, we got practically only six 
months' benefit from tne increased rates whicn were established. 
The passenger rates went into effect June 10, so there were six months 
and two-thu-ds we had the benefit of the increased passenger rates, 
and the freight rates went into effect June 25, so that was practicaUy 
six months and one-fifth benefit we had on the increased freight 
rates, so that six months' increased rate had to carry practically 
12 months' increased operating costs, and the result of those factors 
is that for the 12 montns our operating costs were such that we feU 
approximately $200,000,000 short of paying the rental, so that out of 
this $1,250,000,000, $200,000,000 has approximately got to be 
charged off on account of the increased expenses. 

Now, as to the rest of the $1,250,000,000, and that is approxi- 
mately $1,050,000,000, the situation is that that does not represent 
a loss to the Government, but is money that will be returned either 
in the course of Federal control or at the expiration of it. Of course 
there may be, and probably is, in that amount some amount which 
represents bad debts, whicn may either be very slow in being paid 
or may be lost altogether; but, broadly speaking, I think it is lair to 
say that the entire $1,050,000,000 will come back to the Government, 
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Now, the important question is how that divides, why we need all 
that money. 1 have felt, at least to present the matter in a broad 
way, the convenient thing is to show what will be the situation when 
we settle for 1918, and wnere our money would be found. 

In order to settle for 1918 and clean up our accounts with the rail- 
road companies, we will have to pay out to the railroad companies 
approximately $381,000,000. When we do that our investment or 
you might say our expenditure for the year 1918 would be repre- 
sented by approximately $200,000,000 for this loss — it is put here at 
$196,000,000— and then by these other items: The Railroad Ad- 
ministration had cash on hand at the end of the calendar year 1918, 
S247, 000,000, which represents a working capital or working cash 
capital, and approximately that much is needed in order to carry on 
the railroad business. 

Mr. GiLLETT. I s not that offset by what you had at the beginning ? 
Did you not have that on hand when you first took them over ? 

Mr. HiNES. No; I am going to explain that. We did not take over 
the cash of the corporations; in fact, they did not have it after they 
paid their bills. That represents money of the Government that is 
temporarily tied up as a working cash capital and approximately that 
amount has to be kept on hand, because otherwise — the operating 
expense per month of the Railroad Administration run about $325,- 
(100,000, so that $247,000,000 represents less than one month's outgo, 
and unless an amount approximating that is kept on hand, it would 
not be practicable to meet promptly tne pay roll and the bills that are 
rendered against the Railroad Administration. 

Mr. Vare. Right there, Mr. Hines, I would like to ask you a ques- 
tion. By operating expenses you mean purely expenses of operation 
and maintenance of the rolling stock apart from new development ? 

Mr. Hines. Yes; purely the running expenses and maintenance 
Now then, another item we have tied up is current assets, December 
31, amounting approximately to 892,000,000. That is represented 
by the moneys that are in the nands of agents and conductors amount- 
ing to $154,000,000 and advances which we have temporarily made to 
the railroad companies on open accoimt for which under our general 
plan of contracts with them we, in effect, treat their materials and 
supplies as collateral, and that is $100,000,000, which make S254,- 
000,000, and then our outstanding liabilities on December 31 in the 
way of vouchers and other items to be paid at once amount to 
$162,000,000, which leaves the net amount tied up in current assets 
of $92,000,000. That, of course, will come back at the end of Federal 
control. 

Mr. GiLLETT. I do not quite understand why you need that 
S92,000,000. What do vou mean bv that ? 

Mr. Hines. I mean tliis, Mr. Gillett. We are now pointing out 
where the money has gone and what we have got to show for it. 
We have got in the hands of our agents and conductors, or did have 
December 31, $154,000,000. Then we have in the shape of advances 
to the corporation, for which we virtually have a lien on their mate- 
rials and supplies which are in our possession, $100,000,000, and that 
makes $254,000,000. Now then, we owed on December 31 on bills 
that have been vouchered and are ready to be paid and were in the 
Treasurer's Office and on other items due at that time, $162,000,000, 
to that deducting that current liability of $162,000,000 from those 
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two items of current assets of $254,000,000, leaves us net assets which 
we will realize on at the end of Federal control, amounting to 
$92,000,000. 

Now, another item into which our money in part has gone is a 
loan or a series of loans to the New York, New Haven & Hartford 
Railroad Co. of $51,475,000. The bulk of that is represented by 
two-year notes for $43,000,000 and some odd thousand dollars. 

The situation respecting that New Haven loan is this: There was 
a verj^ critical situation last spring, and, as I recall, the New Haven 
note issue of $43,500,000, approximately, was due on April 1, 1918. 
The New Haven was in a very unsatisfactory financial situation. 
The bankers took the position that they simply could not raise that 
money; that they could not go out and sell New Haven notes under 
conditions then existing and raise that money. It was immediately 
preceding the third liberty loan, and the general testimony we got 
was that these New Haven notes were so widely held by banks and 
financial institutions in New England that a default in the payment 
of those notes would have a most disastrous effect on the general 
financial situation of the country, and that it was virtually impossible 
to sell New Haven notes on the open market upon any terms at that 
time. 

As a result of this, the Government decided that it would lend 
the New Haven the $43,500,000, taking the same collateral which had 
been put up to secure the other notes, and those notes mature April 
1, 1920. The collateral is fairly good and I believe that that will be 
paid eventually, although the New Haven may not be able to pay 
all of it in 1920, but I assume they will be able to finance outside so 
as to be able to reimburse the Government; but that could not 
come back in this calendar year 1919. Now there was about 
$8,000,000 more lent to the New Haven road on account of its 
immediate necessities. Mr. Parker, my recollection is that that was 
for additions and betterments. 

Mr. Parker. Chiefly; yes, sir. 

Mr. HiNES. And the great bulk of that is the two-year note issue. 

Now, then, in addition to those items into which our money is tied 
up for the time being, after we have settled with the railroad com- 

Eanies for 1918 they will still owe us $290,000,000 for additions and 
etterments, and we will have a claim on the companies for that. 
To a large extent that represents equipment that we have placed 
with the companies and which will be secured by equipment trusts. 
For the first year or two, or possibly the first three years, those 
equipment trusts will not be satisfactory securities to sell on the 
market, because the equipment was bought at a high price. The 
general theory of the equipment trust is mat the companies pay 25 
per cent down and pay the balance of the purchase price in 15 annual 
installments; that is, they pay 25 per cent down and the other 75 
per cent is paid at the rate of 5 per cent a year, so that at the end of 
three years the companies will have paid the initial 25 per cent cash 
and three payments of 5 per cent each, or, in other words, 40 per 
cent of the purchase price of the equipment: and by that time the 
remaining 60 per cent of the purchase price of the equipment will be 
clearly beneath any market value the equipment is likely to have, 
even if the price falls considerably, so that I should say at the end 
of three years the part of this $290,000,000 which is represented by 
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I 

equipment trusts will be an entirely good marketable security. It 
is generally recognized that an equipment trust is an exceptionally 
good security, because the company has to use this equipment, and 
therefore has to keep paying on this equipment trust. 

They can not let them get in default, though they might other 
things. I shall be glad to give the committee an idea as to what 
part of the $290,000,000 will be represented by credit on equipment. 
I think, roughly, over half of it will be, perhaps considerably over 
half. The rest of the $290,000,000 represents amounts that the 
various railroad corporations owe us for additions and betterments 
and which can not be paid out of the surplus rental which the cor- 
poration has. We make up this table on this basis, that when we 
settle with the corporation for its rental and for our transactions 
back and forth for 1918 we will make the corporation pay back to 
us out of that rental everything in excess of what it needed to take 
care of its regular interest and aividends, and what it can not pay in 
that way is included in the $290,000,000. To a large extent that is 
owed by companies whose credit is perfectly good and to some extent 
it is owed by companies whose credit is questionable, but yet I believe 
there is very little of it that will not eventually be paid. 

So that approximately $290,918,000 of the total expenditures for 
1018, when we settle in full for 1918, will be represented by amounts 
which the companies owe us for additions and betterments, including 
equipment. These items which I have mentioned, the cash on hand, 
$247,000,000, the other net current assets of $92,000,000, the amount 
loaned the New Haven, $51,400,000, and the amount owed us by the 
companies for additions and betterments, including equipment, of 
$290,900,000, make a total of $681,000,000, which after settling in 
full for 1918 will be represented in items which will be paid back to 
the Government, except the cash, which we already have, but it will 
not be released from its present business use tmtil the end of Federal 
control. That $681,000,000, representing what will come back to 
the Government, plus the $196,000,000 representing the loss for the 
calendar year 1918, accounts for all that we will have spent for 1918 
after we make the settlement for the year, except what has been 
expended in connection with inland waterways, $4,361,000. Of that 
$4,361,000 about $500,000 represents an operating deficit sustained 
in conducting such inland waterways operations as we conducted for 
the year. That loss is largely due to the fact that certain inland water- 
ways operations that we undertook to conduct were just starting, the 
operation was in its formative state, and naturally the business had 
not developed to an extent where it was profitable. The balance of 
the $4,361,000 paid out for inland waters represents an investment in 
property, nearly altogether in boats and barges which, of course, will 
^till belong to the Government. 

That w3l not represent a loss, idthough it is true that the equip- 
ment was bought at high prices, and on a peace basis it probably 
would not inve^Uory what was paid for it. In that way we account 
for what we will have spent for the year 1918 when we make our 
settlement. It will require $381,000,000 to make that settlement. 
That, added to the $500,000,000 already appropriated, will make a 
total of $881,000,000 for the year 1918, and of that, $196,000,000, with 
perhaps $500,000 additional on account of the waterways, represents 
a loss and the rest of it represents an investment in cash or in other 
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quick-return assets or an advance to the railroad companies which 
will have to come back to the Government either through Federal 
control or at the end of it. 

The Chairman. Of course, that is predicated on the assumption 
that all of your loans can and will be collected ? 

Mr. HiNES. Yes, sir. There is an amount of bad debts, but I do 
not believe that is large. 

Mr. SissoN. The 25 per cent — do you propose to charge the railroads 
for that ? 

Mr. HiNES. That is not charged ; it goes to their capital account ; it 
is a part of the capital expenditure, it is an addition to their invest- 
ment and property to that extent. 

Mr. SissoN. Do you allow them a credit of 25 per cent? 
* Mr. HiNES. No; they pay the full price. The general scheme of 
rate making in this country is that a company is entitled to a fair 
return on what it has put into the property. 

Mr. SissoN. And that will also be taken care of in the future ? 

Mr. HiNES. I do not think there is any question about that. In 
rate construction in the future they will be allowed a rental that will 
take care of that. 

Mr. SissoN. Will they agree to that prpposition ? 

Mr. HiNES. A great many of them have already agreed, although 
reluctantly, to settle on that basis. Some of them are still objecting 
but I think that nearly all of them will agree. 

I should add, with respect to the loans which the companies owe for 
additions and betterments and the amount that the New Haven owes 
for the advances we have made, that the Government on the present 
basis is receiving about 6 per cent interest so long as the moneys are 
not repaid. 

That leaves to be provided, in order to settle up for 1918, $381,000,- 
000, and if the $381,000,000 is so applied, then the $881,000,000 that 
will have been provided through the original fund and this $381,000.- 
000 will be accounted for just as I have shown. 

The Chairman. That contemplates also a payment by the Rail- 
road Administration in full of the rentals due to the railroads ? 

Mr. HiNES. Payment in full, subject to a reduction of all of that 
rental in excess of what the company needs to pay its interest and 
dividends; we take that back. 

The Chairman. In this financial statement in which you figure an 
expenditure of $881,000,000, have you figured all of the rentals, or 
have you figured on taking credit against advances made to the roads 
in the way of betterments or otherwise that part of the rental which 
is over and above the interest on their indebtedness and their neces- 
sary dividend payments ^ 

Mr. HiNES. We have taken credit for that. We do not pay them 
the rental in full, or if we pay it in full we take it back. 

The Chairman. Your financial statement includes that; in other 
words, you are not figuring on a payment to the companies of all the 
rentals, but only sucn part of the rentals as will enable the roads to 
meet their fixed obligations in the way of interest and their dividends 
on the basis of the prewar period ? 

Mr. HiNES. Yes, sir; that is the effect of that. Of course, that 
money has to be provided for. As we now stand we have spent for 
additions and betterments $290,000,000, but we will take that back 
out of the rentab. That is the net after making that adjustment. 
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We come to the prospects for the year 1919 and what is needed 
for that year. It is estimated that to finance the expenditures con- 
templated on inland waterways we will need $12,840,000. 

Mr. GiLLETT. As to the inland waterways, is that for pm*chasing 
something 1 

Mr. HiNEs. That represents purchase of equipment. 

The situation is that the Federal control act contained an express 
provision authorizing the use of the funds to develop operations of 
uiland waterways. In pursuance of that authority and in pursuance 
of very urgent representations that some important developments 
were required the Railroad Administration undertook to acquire 
e(iuipment, barges, and tugs, to be used on the New York State 
Barge Canal, and in additon it acquired equipment to operate on 
the ^lississippi River between St. Louis and New Orleans, in addition 
it acquired equipment to operate on the Warrior R,iver between the 
^Uabama coal fields and Mobile, and equipment to operate in con- 
nection with the Warrior River operations on Mississippi Sound 
between Mobile and New Orleans. 

Briefly they represent the inland waterways developments of any 
importance that have been undertaken. The Pennsylvania Railroad 
Co. has for many years owned the Delaware & Raritan Canal so that 
came over automatically with the Pennsylvania Railroad when that 
was taken under Government control. That has been operated by 
the Government in consequence, but on that particular operation 
there has been no expenditure for equipment, oecause that was a 
property already in operation and there was equipment already on 
the canal being used. Briefly that represents the expenditm*es for 
inland waterways. I might say that we were confronted with one 
other inland waterway proposition, and that was the Chesapeake & 
Ohio Canal between the coal fields of western Maryland and Washing- 
ton. Last winter the coal situation was very acute and it was a very 
serious question if conditions continued as they were whether the 
coal needed for Washington, including the war activities in the 
vicinity of Washington, could steadily be brought here by railroad, 
and there was strong pressure brought to bear for us to take over that 
canal. The proposition was whether we should take over that canal. 
Instead of doing that we made an arrangement to operate the canal 
or to save the operating company from any operating deficit for the 
calendar year, for the season of 1918. That turned out to be a much 
more reasonable proposition than it would have been if we had 
taken the canal over, but in that connection we did order a few small 
barges for use on that canal and which we can hereafter use on the 
Delaware & Raritan Canal. 

There was one other item that involved some expenditure, although 
not a large amount. Last summer when the submarine scare was 
quite pronounced, and with a good deal of basis, we took over the 
Cape Cod Canal. That had some very distinct advantages. It gives 
an inside route for the handling of business between Hampton Roads 
and New England. A great part of the traffic has to go that way. 
It substantially shortened the trip at a time when there was a very 
great shortage of coastwise ships and tugs and it gave a passage 
through the canal instead of a passage around outside, where there is 
a good deal of fog and a good deal of delay on account of thp fog. 
That involved some slight expenditure. That is included in the 
$12,840,000. 
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The Chairman. Why was the taking over of the canal a necessary 
incident to its use, so as to reap the advantages which you have 
spoken of ? 

Mr. HiNES. The situation was that the canal under private manage- 
ment had not been kept at a depth which would adimt of the passage 
of the boats of the necessary araf t and improvements were needed 
which it was impossible to get made at once oy private management. 
The canal was taken over; we made the necessary improvements and 
organized it with tugs so as to give an expeditious handling of the 
traffic. . 

The Chairman. Roughly, what expenditure did that involve ? 

Mr. HiNES. Mr. Parker, have you the figures for the Cape Cod 
Canal ? 

Mr. Parker. $840,000 is the amount for 1919. 

Mr. HiNES. Does that include all expenses ? 

Mr. Parker. That is the amount anticipated would be spent in 
1919. The amount spent in 1918 was $450,000. 

Mr. HiNES. The next item after the inland waterways item is to 
finance the Boston & Maine reorganization, $20,000,000. That also 
was a very difficult local situation, and after a great deal of con- 
sideration and representation by New Enriana interests of the 
peculiar hardships of the situation it was felt mat it would be greatly 
in the interest of the general financial situation to take care of that 
reorgafUizajtion by taking a series of 6 per cent bonds that would 
constitute a prior hen on the propertv. The reorganization was of a 
very favorable character, in tnat under the old Boston & Maine plan 
a very large part of its interest charges were in the nature of rentals 
for leased property, and the reorganization contemplates that the 
preferred stock be issued and those leased properties oe acquired, so 
that what is hereafter paid out for the properties is paid out as 
dividends on the preferred stock, and therefore is postponed in right 
to the interest on these bonds. It makes the bond a very good 
investment. That means that the Government will have to carry it 
temporarily. 

Mr. SissoN. That is the total ? 

Mr. HiNES. The total indebtedness that we have to provide for in 
taking care of the reorganization, but there is other bonded in- 
deb^dness. 

Mr. SissoN. This, however, is the prior lien or equal with it ? 

Mr. Hikes. Equal with it. 

Mr. SissoN. Do you recall what the other bonded indebtedness is % 

Mr. HiNES. No, sir. All the rentals being converted into preferred 
dividends and therefore being subsequent to the interest chaise makes 
the bond a very satisfactory investment. 

A statement of the bonded indebtedness follows: 

Boston A Maine R. R $43, 338, 000 

Fitchburg R. R. Co 24,080,000 

Boston 6t Lowell R. R. Corporation 6, 114, 000 

The Concord A Montreal R. R 7,223,000 

Connecticut River R. R. Co 2, 259, 000 

Manchester & Lawrence R. R 274, 000 

Vermont & Maasachusetts E. R 772, 000 

For advance^ from the Federal Government to pay indebtedness ^ 

• (approximate) 20, 000, 000 

Total 104,060,000 
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The next item which we have to provide for 1919 is to finance 
equipment ordered in 1918 to be built in 1919, $286,000,000. That 
is a part of the equipment that we have already referred to, mostly 
cars, although some locomotives, and represents an amount which 
the Government through the Railroad Administration contracted 
f(^r last spring and which will have to be paid in the next six months. 
It will, to a large extent, be financed through the equipment trust 
which the corporation will issue. Most of that money will be re- 
turned, but temporarily a very large part of the $286,000,000 will 
be tied up and therefore represents, I think, almost in its entirety, 
an amount which the Government will neea to carry temporarily, 
although it will eventually come back. As I say, the equipment 
trusts are a preferred sort of security because the companies have 
to use the equipment and can not afford to default on it. I want to 
say that the difficulty about these particular trusts is that the first 
two or three years they are not particularly attractive as market 
investments, but that situation will improve as the installments 
are paid. 

Mr. Gn-LETT. After being used three years is the equipment worth 
60 per cent of the cost? 

Mr. HiNEs. Yes, sir; a good deal more, it is estimated. 

Mr. GiLLETT. What is their life ? 

Mr. HiNES. Roughly speaking, eauipment does not depreciate 
over 4 per cent a year. That would be 12 per cent for three years. 

Now, the other item in the general requirements for 1919 is 
S491, 000,000 to finance other necessary capital expenditures for 
additions and betterments, including equipment. Tnat represents 
the total that will be actually expended during the year 1919 both 
on projects that were enterea on in 1918 and on new projects that 
will be entered on. In the war period we had to order certain things 
which seemed to us essential and we could not wait to get the cor- 
poration's consent or cooperation, but we have adopted the definite 
policy, now that the armistice has been si^ed, that additioniJ 
betterments will not be made or additional equipment ordered except 
with the consent of the corporation and its cooperation, unless there 
is some exceptional emergency which necessitates it. 

The $491,000,000 represents the aggregate figure which we esti- 
mate will be approximately what wm have to be spent actuaUy 
during the year m carrying out additions and betterments and the 
purchase of equipment which may be carried on with the consent of 
the corporation or which are so essential that they have to be made 
even though the corporation does not consent. . That makes a total 
of $809,000,000 whicn we estimate will actually have to be expended 
in 1919. We also estimate that out of the rentals that we pay the 
companies for 1919 we can take back $150,000,000 to apply on the 
payment of these things which we pay for tne companies. . That ynll 
leave $659,000,000 to be provided irom other sources. Our thought 
is that the corporations can be required and will finance a very sub- 
stantial part of that, so that we ask $750,000,000; $381,000,000 of it 
is needed. to take care of, the settlement for 1918. That leaves 
t369,000;000. Of that there will be practically $32,000,000 for the 
Boston &. Maine reorgaiLiz;ation imd the i^lan^ waterways^ That 
leaves $336,bdO,000 to provide of this total that we estimate m^ist be 
provided for 1919. We assume that we will get the corporations to 
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finance in addition to paying $150,000,000 out of their compensation 
$290,000,000 of the additional necessary expenditures. 

As conditions clear up I am hopeful that more and more of the 
amoimts that we advance for the benefit of the corporations will be 
financed by the corporations, but we are confronted with a situation 
where it is highly important to finance the matter temporarily, 
because we can not instantly get the corporations to go into the open 
market and borrow the money necessary to pay the $290,000,000 for 
last year or this additional amount which we will have to spend for 
this year. That is partly due to the fact that these eauipment trusts 
are not particularly marketable at the beginning ana partly due to 
the fact that even with the additions and betterments it takes a 
little time to work these things out. There can not be an instantane- 
ous conversion of these debts into actual cash to be paid the adminis- 
tration. 

That roughly, outlines the necessity for the $750,000,000. I want 
now to answer certain general questions which I have no doubt have 
occurred to you. The chairman has indicated that some of them 
are questions in his own mind. In the first place, the (question arises 
as to why the Government has to tie up its own cash in the working 
capital and another question, which is related, that is as to why the 
Government did not get the amoimt that the railroad companies 
had tied up in agents' and conductors' balances at the beginning of 
Federal control. 

The. railroad companies at the time of Federal control were not in 
a sure financial situation, many of them. They had bought a lot of 
materials and supplies which had to be kept on hand, and in many 
instances they had not paid for them. They had a lot of other out- 
standing current liabilities, and while theoretically a corporation 
operating a railroad has a working cash capital, yet the actual 
situation was, as my assistant, Mr. rarker, can point out in detail 
if the committee wants to go into it, that if the companies paid 
their current debts they did not have these items in free cash and 
the financial situation was such that it would have been very unfa- 
vorable from the Government's own standpoint if all of these bills 
had remained unpaid. 

Mr. HiNES. It was a part of the definite policy of the Government 
in taking over the railroads as indicated in the President's state- 
ment of why he took them over and as indicated in the act itself, 
that the moneys of the Government were to be used to protect the 
financial situation. Now, if we had gone ahead on a basis that 
required the companies to turn over all these current assets, and had 
left the companies to dispose of their current liabilities from other 
sources, the result would nave been the current liabilities would not 
have been paid, and there would have been a great deal of business 
distress over the country on account of the inability of business 
concerns to collect what was owed them by the railroad companies. 
The consequence was that it was a practical necessity in protecting 
the financial situation to let the companies have whatever current 
assets they had in the way of cash and in the way of conductors' and 
agents' balances, etc., to pay their current liabilities and to take care 
of that situation. 

Mr. SissoN. Did that situation exist generally with all the rail- 
roads t 
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Mr. HiNEs. There were some exceptions, a few exceptions, but it 
was quite widespread, and on an average for tke whole situation the 
current liabilities exceeded the current assets, as I understand it, so 
on a complete clean-up they could not have paid everything they 
owed. 

Mr. SissoN. But in a few instances monej^ in the hands of con- 
ductors and agents of the railroads, amounting to more than their 
liabilities, went back to the stockholders ? 

Mr. HiNES. It did not go back to the stockholders. It remained 
in the treasury of the corporation, and as a practical matter, has 
played a part in enabling the company to finance to a greater extent 
the additions and betterments we have made for it than it could have 
done if we had taken that money away from them. 

Mr. SissoN. So you did, in some instances, use the money in the 
hands of the conductors and agents ? 

Mr. HiNES. We credited the companies in all instances with what 
wo took over of the agents' and conductors' balances, but I have in 
mind a situation of this sort: The company I used to be connected 
with, the Atchison, Topeka & Santa Fe, was peculiarly favorably 
situated from a cash standpoint, and, of course, in that particular 
instance, it could have paid its current liabilities and still have had 
^orae cash remaining, but the situation is that to whatever extent it 
has had cash, it has been able to that much greater extent to take 
rare of what we spent or required it to spend for additions and 
betterments. 

Mr. SissoN. In order to help the Government finance its improve 
ments and betterments ? 

Mr. HiNES. Yes. There was quite a discussion as to how this work- 
ing cash matter ought to be considered. There was quite a theory 
on the part of some of our members in the Railroad Administration 
as to whether the company should not be required to furnish a work- 
ins; cash capital, and it was one of the points that was reserved for 
Director General McAdoo's personal decision after a great many other 
matters had been thrashed out. The companies objected very 
strongly to it, and the matter \yas submitted, and the controlling 
factor was that it was not there, in many cases, and to require a few 
companies to furnish working cash capital when most oi them did 
not nave any, was not a reasonably uniform method of dealing with 
them, and aiter all, as I look at it, the companies that had some extra 
cash have been simply put in a position where they could use that 
cash to meet other expenses which the Railroad Administration is 
requiring them to take care of, so, to a larjge extent, that is as broad 
as it is long. But aside from these exceptional cases, the situation is 
that the companies needed all the cash and current assets they had 
at the time of Federal control to take care of their current liabilities. 
In that connection, this must be remembered, that the materials and 
>upplies, which perhaps is the most important item, came over to the 
Railroad Administration as a part of the property, and in many cases 
a very considerable part of their current liabilities were the bills they 
owed for the materials and supplies which the Railroad Administra- 
tion had taken over and was usmg. 

The companies urged very strongly that we ought to pay them for 
the materials and supplies and furnish them that cash, and said they 
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could not pay their bills without it; but we took the position that 
the materials and supplies were a part of the physical property and 
an essential incident to running a railroad and that they came with 
the property, and that we were entitled to them for the rental we 
paid, and that we would not credit them with those materials and 
supplies or pay them the cash for them. 

Then there was a group of cases where we did consent to pay cer- 
tain items on open account for them and hold a lien on their mate- 
rials and supplies as collateral, and that accounts for the $100,000,000 
item I have pointed out here, and that represents a part of our assets 
that are temporarily tied up. 

Mr. SissoN. One other question: Were those railroad companies 
that were not in shape without the assistance of the Government to 

fmy their current expenses charged any interest by the Government 
or the money advanced, or was the company that was in condition 
to carry its own operating expenses without the Government's help 
allowed any interest ? 

Mr. HiNEs. As to operating expenses, you see the company took 
care of them up to December 31, and beginning with January 1 the 
Government took care of the operating expenses. There may have 
been some bills that matured or came in in 1918 for things which 
were operating expenses and which the company owed for, but the 
general proposition has been where the Government paid out money 
for the company it charged the company interest, and if it used the 
company's money for its own purposes it credited the company with 
interest, and then in the first settlement that would all be balanced up. 
Now, another question, of course, is why should the Government 
finance these conditions and betterments ? Why should not the com- 
panies be told, and why should they not have been told to begin with, 
to go out and borrow the money; and why should we not tell them 
that now ? 

As I have said, at the time the railroads were taken over one of 
the distinct causes that was recognized as a justification for that 
course was the fact that railroad credit at that time was bad. The 
interest rates were very high; the companies were claiming that their 
rates were not sufficient to give them the necessary credit^ even in 
normal times —they had appealed to the commission for mcreased 
rates, and the commission nad suggested that instead of allowing 
those rates the situation seemed so complicated that the Govern- 
ment had better take the railroads over; and the conditions gen- 
erally were such that the railroads could not raise the money in- 
stantly which they needed to make the expenditures which ougnt to 
be made for war purposes, so that when the railroads were taken 
over that was a distinctly recognized part of the governmental 
policy, and, really, I think the $500,000,000 fund was provided for 
that purpose, because at the outset I do not think anybody realized 
how the taking over of a going concern was goin^to tie up cash as 
this did. They did not have that in mind, and I think the whole 
$500,000,000 was looked on as almost wholly a fund to be used in 
aiding in the financing of additions and betterments. Indeed, the 
railroad companies have never ceased to insist that it was the duty 
of the Government, under the Federal control act, to buy and pay 
for all the equipment, and own it, and not make the companies duj- 
it at all. 
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We have refused to take that view, but there was always the 
thought that the Government would aid as far as might be necessary 
in these financial matters, for two purposes: In the first place, so as 
to get the improvements made that ought to be made, and in some 
matters very mdispensable to the war that was the only way to get 
the improvements, to furnish the money, because the companies 
could not, as conditions were last winter, raise the money on any- 
thing approaching reasonable terms. The Government itself was m 
the market for large amounts of money, and it was distinctly against 
the Government's pohcy for private enterprises to go out and bid 
up the interest rate in order to get money. So that was how it 
came about that the Railroad Administration started in financing 
a large part of these additions and betterments. It was a part of 
the general plan and to aid the general financial scheme of the 
Government. 

Now, at present the situation is that temporarily to carry out 
that plan we need part of this money, as I have pointed out. We 
needed for 1918 about $290,000,000 to take care of additions and 
betterments which the companies can not pay for out of their sur- 
plus rentals. In addition to that we have this large item of equip- 
ment — $286,000,000 — ^which can not be instantly mianced, although 
it can be eventually. Aside from those two big items, to a very 
large extent, we do expect the corporations instantly to do their 
own financing, but we can not get it all done immediately, and 
therefore the amount I have suggested, it seems to me, is as little 
as we can safely propose so as to carry this situation through the 
year. 

Now, I wanted to point out some of the practical aspects of this 
matter, and the best way to brmg them out, it seems to me, in a 
concrete way, is to suppose what would happen if Congress did not 
make any appropriation; just suppose notning was done at this 
Congress. 

As I look at it, there would be three consequences which would be 
most unfortunate, aside from the fact that the Government would 
not be meeting its obligations. 

In the first place, not being able to settle with the railroad com- 
panies, they would be at once thrown into confusion in carrying on 
their own affairs with their bondholders and their stockholders, and 
it would be a most disturbing factor. It would be so at any time, 
but would be particularly so at a time immediately preceding the 
raising of another Government loan. 

In the second place, it would very greatly interfere with the pay- 
ment for this equipment, which is being constructed riglit along and 
being delivered very rapidly, the bills for which are due as equip- 
ment is delivered, and it would very seriously upset the ability of 
these manufacturing enterprises to make their settlements with 
their employees and to make their settlements with people from 
whom they nave bought materials, and it would set in motion a gen- 
eral tightening of the situation which would be most prejudicial to 
the general interests of the Government at any time, and particu- 
larly so right on the eve of raising another loan. 

Now. ^ere is another very important consequence, and that is 
this: It we got no appropriation or got an inadequate one, in addition 
to having to stand on the railroad companies on what we owe them, 
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and the equipment companies on what we owe them, we would at 
once have to cut right down to the bone what we should expend for 
additions and betterments. Now, that would be at a time when the 
general Government policy, evidently, is in favor of enlarging rather 
than cutting down the amount of work done, so as to help stabilize 
the industrial situation. It is perhaps not very bad yet, but it 
promises to get worse. 

There pro nises to be more unemployment, and to have that situa- 
tion, which inevitably is unfavoraole, accentuated by the Railroad 
Administration having to contract instantly and cut everything it 
does right down to the bone would be an exceedingly unfavorable 
factor. On the other hand, the prompt making of this appropriation 
would create a feeling of encouragement, and they would realize that 
the Railroad Admimstration was thereby, put in a position to go 
ahead with a reasonable amount of improvement work and furnish 
additional enployment and to develop a purchasing power which 
would be in the public interest. Now, that is what I had in mind to 
put before you, m a general way. 

The Chairman. Now, Mr. Hines, first, it is evident that your finan- 
cial statement contemplates that should the Government continue to 
operate the railroads this year, there will not be any deficit incurred 
in connection with the earnings from the roads that would prevent a 
payment of the rentals that have been agreed upon and will oe agreed 
upon. In other words, you have taken into your balance sheet no 
item for this year corresponding to the $196,000,000 of loss of last 
year. 

Mr. HiNES. That is true. I felt that that was so highly speculative 
for this year that we ought not to undertake to make any prediction 
about it, and if any operating loss occurs it will, in effect, be carried 
on to the point where it can be taken care of in the future; but the 
whole thing is involved in so many elements of uncertainty that you 
simply can not forecast about it. 

The Chairman. Now, the statement of what the Government in 
your judgment will need to do is made irrespective of continued 
operation by the Government of the railroads ? 

Mr. HiNES. Yes; I assume that even if the Government should 
release the railroads next fall, and I doubt very much if there could 
be a relinguishment earlier than that, the things called for in the in- 
terest of safety and obvious public convenience, would involve very 
largely the expenditures I have indicated here for 1919, and of course 
if Government control goes on into 1920, then I think practically the 
whole program I have outlined would be carried on, and virtually 
all of it would be done or we would be committed to it even if we gave 
up the railroads in the fall. 

The Chairman. And that would hold true if we gave them up as 
of the 1st of July ? 

Mr. HiXES. Practically so. The biggest item of all, and the most 
urgent item of all, is this equipment which we are obligated for, and 
I take it it will all be delivered by then, and these other things wiU 
come forward through the early part of the year. 

The Chairman. Unless you assume the railroads would not them- 
selves be able to do it, and therefore we would have to extend the aid, 
there would be the difference of what might be called your working 
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capital as operators of the railroads of some two hundred and odd 
mulion dollars ? 

Mr. HiNEs. If the control stopped, when we made a settlement 
that would come back; but the settlement would involve several 
months, and I do not believe we would get a settlement until six 
months or more after the thing changed, and then we would get the 
money back with interest. 

The Chairman. It results, therefore, from your viewpoint, that 
irrespective of any policy that may be adopted by the (Congress 
toucning the railroads, having entered upon the matter and being in 
the situation which you have outlined, it will need to finance to the 
extent of $750,000,000 more the railroads ? 

Mr. HiNES. That is my judgment; yes. 

Deficit in Government Operation of Railroads — Increases in 

Pay. 

The Chairman. Now, it may be interesting to ascertain somewhat 
the facts in connection with the actual operation of the roads as illu- 
minating on the deficit of $196,000,000 which has been incurred. 
Are you able to advise us as to the increase in wages over the fiscal 
year that resulted from the action of the Government in changing the 
rates of compensation ? 

Mr. HiNEs. I do not believe that any accurate figure can be given, 
because you can not segregate the part of the increase that was due to 
the increase in the rate of wage and the part that was due to the 
increased waees paid on account of the overtime and on account of 
less efficient labor having been employed, and the constant overturn 
of labor. We could give you a total figure which would be an approxi- 
mation of the increased wage bill for 1918 as compared with 1917, but 
that would be only in part due to the increased rate of wages, and it 
would involve these other factors. 

Tne Chairman. But can you not estimate what it would have cost 
in the way of wages, even assuming that the same amount of overtime 
would have taken place? The overtime simply served to accentuate 
the result of the increase of wages. 

Mr. HiNES. Yes; that is true. The other item, which, I think, in 
the aggreagate is a very important one, is absolutely illusive; that is, 
the extent to which more money was paid out in wages because the 
men employed were less experienced and did less work for the money 
thev got. 

'f he Chairman. Of course, that would involve simply the question 
of additional employees. What I am endeavoring to ascertain is, 
assuming you would have had the same number of employees and 
worked them for the same length of time so as to involve the same 
question of overtime, how much additional was paid them as a result 
of the increased basis of compensation. 

Mr. HiNEs. I should think we could work out figures along this 
line, taking the actual labor performance in 1917 and applying to 
that the increased wages that were applied in 1918, and then see what 
the difference was. That would be suggestive. 

Along in the late fall of 1917 the railroad companies were con- 
fronted by the most insistent demand for increased wages. Railroad 
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labor claimed that the cost of living had gone up to such an extent 
that it could not afford to work for the pay it was getting and that 
the pay had come to be very much out of line with the wages that 
were being paid in other industries. The situation was in a very 
serious foment at the beginning of Federal control. The various 
classes of labor were insisting tnat they must have an increase in 
wages at once. I am satisfied that if Federal control had not inter- 
vened there would have been a very serious strike just at that time 
to force a settlement. 

Mr. Cannon. What time was that ? 

Mr. HiNEs. That was the situation that was brewing in December, 
1917, when we took over the railroads. 

Mr. Cannon. That was subsequent to the passage of the Adamson 
law? 

Mr. HiNEs. That act was passed in September, 1916, effective 
January 1, 1917. 

The way Director General McAdoo dealt with that was this: He 
said to the representatives of labor, who were clamoring for an im- 
mediate increase to meet an undoubted increase in the cost of living, 
that he would as soon as possible appoint a wage commission to stuoy 
the whole matter and that he would, as soon as that commission made 
a report, make an award on the wage question and would make that 
award retroactive to January 1. Tfiiose people were demanding this ^ 
as of January 1st before he did it. He then appointed this commis- 
sion, consisting of Mr. Lane, Mr. McChord, Judge Covington, and Mr. 
Wilcox. The commission made its report, outlming a general scheme 
of wages, and when that report was acted on and those wage rates 
were established they were made retroactive to January 1, becatise 
that was the arrangement under which labor had worked in the mean- 
time, that whatever was allowed as the result of the report would be 
made retroactive. It was demanding that at January 1, and was on 
the point of striking as against the pnvate owners in order to get it. 

It was recognized that the situation was so complex and dso that 
the competitive conditions of every sort of labor were so serious, that 
that general treatment which the Lane conmiission made would not 
meet the whole situation, so a board of wages and working condi- 
tions was created which consisted of three representatives of the 
railroad management, railroad officials who had long been in the 
service dealing with labor, and dealing with it, of coiu^e, from the 
private corporation standpoint, and it consisted also of three repre- 
sentatives of labor. That was a bipartisan board of six, three railroad 
representatives and three labor representatives, and every claim 
for any adjustment of wages in addition to what was allowed on the 
basis of the report of the Lane commission was referred to that 
bipartisan board. That bipartisan board went into the matter and 
made recommendations, and those recommendations were what have 
constituted the basis for the allowance of increases in addition to the 
Lane report. 

Now, with respect to those figures, I will be glad to give them to 
you; I have this feeling, that it is not entirely mamatenal as to the 
mference you draw, because I feel there has been a widespread im- 
pression that the increased wages allowed have been more than they 
ought to have been, and there has been a disposition on the part of 
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a good deal of the public to claim that the rate of wage that the labor 
is getting is unjustly high. My own view is that that is an unfair 
inference, not only as against the Railroad Administration — ^I am 
not concerned about that — but against labor itself; but I think that 
much of the total wage bill as paid for 1918 was due to things that 
had nothing to do wiSi the wage rates. We can give you some fig- 
ures, and what I want to get clearly in mind is this, which is entirefy 
in line with what the chairman suggested, that, for example, we can 
make an estimate as to what the wage bill for 1918 would have been 
at the old rate, and then what the wage biU is at the new rate. That 
^ill show the difference. I imderstand that is one method of calcu- 
lation you would like. There are two factors that strike me as 
important which are so elusive that you can not weigh them exactly, 
and yet they are of substantial importance. One is that it will oe 
hard to segregate the overtime that was necessary. 

An increased rate on overtime wiU be hard to express, and jet that 
is an important factor, and being time and a half, it gives itself an 
undue weight in the total figure. Then there is this other, that in 
the development of a comprehensive wage plan we thought that 
some classes of employees made a perfectly proper and natural insist- 
ence that they should not be compelled to work 365 days a year. A 
great many of the clerical force and telegraph operators have been 
working every day in the week and every week in the year, and in 
making the final wage basis for this class of employee>s it was made 
on a basis so that they were paid for the time they worked. I antici- 
pate that one of the results of that is going to be that in the! future 
we will not make these men work so long, an4 yet they will do the 
necessary work. When a man was paid a fJxed salary per month 
and it did not make any difference in point of cost whether he worked 
six days a week or seven days a week, it had always been the prac- 
tice to make him come to the office on Sunday and stay there all 
day. If an employee has to come now, it is going to post money for 
him to stay all day on Sundav. The result will be that they will 
rearrange the work, and he will not have to stay. As those things 
are readjusted the amount paid in the wages of the men will be less 
than computed during the year 1918, before this more rational plan 
of office nours had been estabUshed. Elements of that sort will 
resiUt in the total figure that we can give showing the total increased 
wage cost, which, in my opinion, is much more than will be the real 
increase paid for the future when the things are adjusted to the new 
rates of pay. Therefore it will be misleading; but I do not deny 
that it is a factor of very great importance and that you should 
have it. 

The CHAiKidAN. Broadly speaking, what per cent do the wages bear 
to the operating costs ? 

Mr. Parker. About 58 per cent, I think, at tlie present time. It 
averages from 57 to 60 per cent. 

Note.— -The director general subsequently offered in evidence a statement showing 
the percentage which labor bore to the total operating expenses for the years 1908 to 
1^17, inclusive. It will be noted that the percentage in 1917 was 61.26. In connec- 
tion with the figure of 58 per cent given by Mr. Parker, it is to be observed that that 
ftinire was one arrived at by earlier estimates before the facts were known in as complete 
i'hape as at present, at which time it was thought that the advances in price of mate- 
rials had been relatively greater than the advances in the wages and th&i this would 
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bttve the effect of making the percentage of labor to total operating expenses relatively 
lower. The statement referred to is as follows: 

[From Thirty-second Annual Report of Interstate Commerce Commission.] 



Tear ended June 30— 

1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1916... 

Tear ended Dec. 31— 

1916... 

1917«.. 







Compensation paid to employees. 


Total operat- 


Operating 
expenses 












ing expenses. 


per ton- 




Per cent of 


Pi^r l:nn. 




mile.i 


Total. 


operating 
expenses. 


miie.i 




Mills. 






Jtfito. 


$1,710,401,791 


5.506 


$1,035,437,528 


60.54 


3.3A«5 


1,650,034,204 


5.390 


988,323,694 


59.90 


3.22S* 


1,881,879,118 


5.346 


1,143,725,306 


60.78 


3.249 


1,976,331,864 


5.593 


1,208,466,470 


61.15 


3. 420 


2,035,057,529 


5.599 


1,252,347,697 


61.54 


3.443 


2,249,277,937 


5.544 


1,381,334,368 


61.41 


3.404 


2,279,408,486 


5.775 


1,381,117,292 


60.59 


3.499 


2,068,682,956 


5.576 


1,242,319,254 


59.48 


3.317 


2,277,202,278 


5.101 


1,403,968,437 


61.65 


3.145 


2,426,250,521 


5.142 


1,506,960,995 


62.11 


3.19«i 


2,906,346,474 


5.605 


1,781,514,212 


61.26 


3.433 



' 1 Including passenger-miles reduced to a ton-mile basis. Mail and express traffic not included in ton-miles. 
' Esttmated on basis of compilations covering the large roads. 

Note.— The above statement includes all railroads. The compensation paid to employees includes 
ciiarges to additions and betterments as well as to operating expenses. 

The Chairman. In the establishment of these wages were they 
established on the basis of uniformity of payment for similar work, 
irrespective of locality ? 

Mr. HiNES. Not entirely. Certain minimum rates were established 
irrespective of locality, and that minimum rate, as I understand, 
was generally based on what had formerly been paid in that locality. 
It had a relation to the old rate subject to certain increased mini- 
mums which were uniform in their application. 

The Chairman. I got the impression somewhere that wages had 
been more or less standardized without regard to locality, with 
the very unhappy result, if that were true, that as to certain classes 
of employment the compensation would represent in one community 
a very much larger return, having in mind the cost of living and the 
elements upon which the rate increase was predicated, than it would 
have in another community where very much more expensive living 
costs existed ? 

Mr. HiNES. That has been true to a considerable extent. Through 
the operation of these minimum rates the tendency for many years 
has been very steadily in the direction of standardization, but there 
is not a complete standardization yet. 

The Chairman. Has it not been a standardization largely confined 
to the particular roads, whereas the moment the Government got 
to operating all of them then your standardization spread all out 
over the country ? 

Mr. Hines. It had gone beyond the particular roads under private 
management, because the labor organizations were not confined 
to particular roads; they were standardizing as between all roads. 
It was a movement perfectly steady in progress. 

The Chairman. I presume that was true of a great deal of labor 
represented by organizations, but a great deal of the labor, particu- 
larly the clerical labor of the railroads was not organized at all, where 
the variation in prices were very great ? 
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Mr. HiNES. Yes, sir. The clerical labor was beginning to be 
organized in some parts of the country and other classes of labor 
where the variations were very wide, but I assume that by the 
minimums those variations werd removed to a considerable extent. 

Mr. Cannon. You spoke of 58 per cent of the operation^ expenses 
— what percentage of the operating expenses was paid prior to the 
passage of the Adamson bill ? 

The Chairman. If I understand Mr. Cannon^s question it is 
what increase in the percentage of the total operating expenses 
resulted from the increase under the Adamson law. 

Mr. Cannon. And subsequently. 

Increase in wages resulting from Adamson law, as reported on page IS of the Report of 
the Eight- Hour Commission, based on wages paid for the calendar year 1916, 



Passenger service 

Freight service 

Yard service 

Hostlers (approximate). 



Total. 



Increased wages. 



Percent 

of 
increase 

in 
wages. 



2.73 
15.03 
24.60 
25.00 



Amount, 
of increase 

based on 
wages paid 

in 1916. 



$2,532,097 

31,668,906 

27,333,437 

1,750,000 



63,284,532 



Mr. Parker. I can not answer those questions oflFhand. 
Mr. HiNES. We will look into that. 

Note. — ^The director general subsequently placed in the record a statement showing 
the total estimated pay roll of Class I roads for the year ended December 31, 1918, 
showing the estimated effect of the increase in wages, and such statement is as follows: 

Statement shmving estimated pay roll charges, excluding increases due to increase in rates 
of pay for the year 1918, and showing estimated increases due to changes in rates of pay 
and collateral increases made necessary thereby. 



OperatiDg expense account. 



Estimated pay 

roll charges, 

excluding 

increases. 



ICaintenance of way and structure 

MatDtenance of equipment 

Traffic expenses 

Transportation 

OeDcral expense 

Total, all operating expenses 



$321,791,000 

433,594,000 

24,506,000 

972,4S0,000 

70,420,000 

1,822,793,000 



Total 

estimated 

increase. 



196,290,000 
201,886,000 

3,620,000 
266,334,000 

15,410,000 
583,552,000 



Per cent 
total in- 
creases 
over rates 
of 
Decem- 
ber, 1917. 



20.9 
46.6 
14.8 
27.4 
219 
32.0 



The statement does not include the effect of increases covered by supplements 12 
and 13, which were promulgated in December, 1918, with regard to which reliable 
data are not available. The amount of such increases will be relatively small. 

Elsewhere in the testimony it will be observed that the director general gave a 
fig:ure representing the estimated increases in operating expenses due to the changes 
in rates of pay of $642,000,000. The difference between that figure and the one 
shown in the statement above is accounted for by the fact that at the time of filing 
the above statement more complete data had come to hand than was available at 
the time the estimate of $642,000,000 was ma^ie. 
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Attention has been called in various places throughout the record to the fact that 
complete information as to the operations for 1918 can not be available earlier than 
Ifarch 1. It is important that this should be borne in mind in connection with the 
above statement. The figure of $642,000,000 represented the best estimate that 
could be made from the information then available. From time to time as additional 
data are received from the roads, the estimates are revised and the $583,000,000 
represents the latest information on the subject. 

Increase in Receipts from Increase in Rates. 

The Chairman. In this same connection has any calculation been 
made as to the increase in receipts that flowed from the increased 
rates that were made by the Railroad Administration ? 

Mr. Hines. Yes. We have pretty close figures that we can give 
you on that. 

The Chairman. We will be glad to have you place in the record a 
statement as to the increase that resulted from the increase in rates: 
that is, over the six months' period. 

Mr. Hines. Yes, sir. 

The Chairman. Of course, that is irrespective of any question of 
volume of business or length of haul due to orders and control that 
was exercised by the Rauroad Administration touching the freight 
that could be shipped, the routing of ffuch freight, and so forth ? 

Mr. Hines. That will apply to the business as it moved. 

The Chairman. Yes; but without regard to whether the volume 
of the business was aflFected either through active orders of the 
administration or whether the increased rate served to affect the 
volume ? 

Mr. Hines. Yes, sir. 

Note. —The Director General subaequentlv filed a statement showing the estimated 
increase in revenues for 1918 on account of increase in freight and passenger rates^ 
which showed that the estimated increase amounted, for the year 1918, to $560,504,530 
lor class I railroads and large terminal companies. 

UNITED STATES RAILROAD ADMINISTRATIONS-CLASS I ROADS AND LARGE TERMINAL 

COMI'ANIES. 

Estimated increase in revenues in 1918 account increase in freight and passenger 
rates: 

Total revenues 12 months ended Dec. 31, 1918 $4, 883, 970, 652 

Total revenues 6 months ended June 30, 1918 2, 081, 448, 000 

Total revenues 6 months ended Dec. 31, 1918 2, 802, 522, 652 

Estimated total revenues excluding increases of 25 per cent in rates. . 2, 242, 018, 122 
Estimated increase in revenue due to increased rates 560, 504, 530 

This increase divides between freight and passenger revenues approximately as 
follows: 

Freight revenue $414, 773, 352 

Passenger revenue 145, 731, 178 

Total 560,504,530 

Opekatinq Expenses. 

The Chairman. You have stated that you have assumed simply a 
return from operating the roads equal to the payment of the rentals 
for the present calendar year; that you did not make any prophecy 
because of the many uncertain factors that enter into that. It, 
however, is a matter that Congress must consider in connection with 
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whether the railroads shall or shall not be continued under Govern- 
ment control. Do you feel that it is likely that you will be able to eet 
returns sufficient to pay your operating expenses and your rentals? 

Mr. HiNES. That is a particularly difficult question this year on 
account of the unusually disturbing factors as to the volume of busi- 
ness and also because right now we are going through these processes 
of readjusting operating expenses. The outlook is that in the first 
six months of this year there will be a considerable falling off in busi- 
ness. On the other hand, the outlook is for an extraordmarily large 
crop this year, which could readily make an unusually large business 
in the fall. Along with that fluctuating condition we do Jaiow that 
these operating matters are undergoing readjustment. For example, 
I do not know whether I mentioned this to you gentlemen or not, but it 
is a matter that I attach substantial importance to. 

Undei; war conditions we had to respond in the promptest possible 
way to the demands for cars. We hacl to send cars regardless of their 
original location, any and everywhere and keep them there, entirely 
away from the peace-time practice, under private management, of 
returning a car to its home road. That resulted in our having to 
repair those cars to a large extent in foreign shops instead of in the 
home shops. Of course, the existing cars of this country have a good 
many different types and very generally the home shop is better pre- 
pared to repair cars of the particular type that belong to the home 
road. When these cars had to be repaired on foreign roads it nieant 
an increased cost for repairing. There was also the difficulty of 
having to use cars so promptly and for a large part of the year and 
having a car supply that was inadequate to the demand. We had to 
use cars wherever they were, whereas if we could have returned the 
car to the home line it would have been better adapted to handle the 
traffic originating on the home line. The war condition being over 
we have already started to return the cars and these cars will be 
gradually returned to their home lines so that thev will be used in 
the traffic for which best adapted, and also when the time comes to 
repair them they will be repaired in the shops where they they can be 
repaired more economically. Both of those elements will have a 
suDstantial effect on the operating costs. 

Mr. SissoN. That has been one of the great problems with the 
railroads, to be able to haul as near as possible lull cars instead of 
empty cars ? 

Mr. HiNES. Yes, sir. 

ilr. SissoN. The roads have never been able to make satisfactory 
asjeements in regard to the return of their cars in the quickest pos- 
sible time, and they are compelled to haul great trainloadfs of empties. 
There would be less coal and less labor consumed if they could. 
I nder Government control has there been any effort to standardize 
the use of cars so as to get the most economical use out of the cars 1 

ilr. HiNES. Under the war condition we were in a situation where 
the need to handle the traffic was so urgent that to an unusual extent 
we had to send cars empty and we sent them any distance empty to 
get them there, to get tne war materials and carry them to destina- 
tion. So there was a much greater movement of empty cars, in my 
opinion, under war conditions than there need be under peace con- 
ditions. My thought is that there is an advantage in the unified 
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control, getting the best service out of a car, but I think that you 
are going to be able to get the cars back on the home lines to a much 
greater extent than possible during the war conditions. 

Mr. SissoN. If some system of interchange could be worked out 
by the railroads to keep trace of the cars, of course, it would be most 
remarkable, and I agree that is a very serious item of railroad 
operation. 

Mr. HiNES. I mention it as an illustration of the sort of readjust- 
ment that is going on now that will have an effect on operating costs. 

Answering the chairman's question, with all of these speculative 
elements, unusually speculative as to the settlement of business and 
as to these readjustment processes following the war period, it is 
much more diflRcult this year than any other to make a prediction 
as to how the thing is going to come out. I should say that every- 
thing considered it looks now as if we could not reasonably expect 
any substantial surplus over the rental. We may find a moderate 
deficit under the rental, but I do not think it will 'be enough to 
affect the estimate one way or the other for the appropriation. That 
may be very much upset unfavorably if there is a very radical falling 
off in business. On the other hand, it may turn out very much more 
favorably if there is in the latter part of the year a substantial increase 
in the business. 

The Chairman. You have had but one month of operation this 
year? 

Mr. HiNES. Yes, sir; one month. 

The Chairman. Have you your returns for it ? 

Mr. Hines. We can not get the returns for one month until the 
1st or 2d of the second following month. That is, the. operating 
costs. Thej^ begin to come in about the 25th of February, that is, 
we will begm to get our returns of operating costs for January, and 
it will be completed along in the first two or three days of March. 

The Chairman. In a general way, has the volume of business been 
holding up or falling off ? 

Mr. Hines. It has begun to fall off; not alarmingly. It has been 

Sicking up in some wayj^, but some large sorts of traffic, notably coal, 
ave fallen off considerably, and the immediate outlook is a sub- 
stantial falling off in the next few months. 

The Chairman. Do you recall what your gross receipts were from 
operation of the roads for the past calendar year ? 

Mr. Hines. Mr. Parker, you can give the exact figures, can you 
not? 

Mr. Parker. About $5,000,000,000— $5,040,000,000. 

The Chairman. The total receipts? 

Mr. Parker. Yes, sir. 

The Chairman. For all companies? 

Mr. Parker. Yes, sir. 

The Chairman. And the total operating expenses were what? 

Mr. Parker. $4,091,000,000. 

The Chairman. What do you estimate your payments as rentals at ? 

Mr. Parker. $928,000,000. 

The Chairman. It is that added to your expenditures which gives 
you an amount of approximately $196,000,000 in excess of your 
receipts ? 



!i 



Ai>PKOPRIATI0N FOR CONTEOL OF TRANSPORTATION SYSTEMS. 29 

Mr. Parker. Yes, sir; but I should call attention to the fact that 
I ansijrered your question, when you spoke of operating expenses 
using '* operating expenses" in a technical sense. We have in addi- 
tion to that taxes of $195,000,000, and the equipment and joint 
facility rents which are paid under the Federal control act, of about 
S23, 300,000. Operating expenses, taxes, and rents would aggregate 
approximately $4,310,000,000. 

Mr. SissoN. How does your overhead compare with the overhead 
charge of private operation ? Can you give tnat figm^e ? 

Mr. Parker. By overhead charge you mean 

Mr. SissoN. I mean the management of the home office, and so 
on; not those actually engaged in the moving of the trains, but the 
directing force — the president, passenger agents, and officers of that 
land. 

Mr. Parker. I can give you the exact figures on general expenses 
Mrhich I think is the item you have in mind for 11 months of 1918. 
We have not the details for the 12 months. For 11 months the gen- 
eral expenses in 1917 were $88,058,000, and in 1918 $101,994,000, or 
an increase of $13,936,000. . 

Mr. HiNES. Mr. Parker, do those figures include the expenses of 
the central administration and the regional administration ? 
Mr. Parker. No, sir. 

Mr. HiNES. I think, to complete the matter, they ought to be 
included. The amoimt is not large but it is incomplete without that. 
Mr. SissoN. You know what I want, Mr. Hines 'i 
Mr. Hines. Yes, sir. 

The Chairman. Is it possible to place in the record a statement for 
the entire calendar year in the form in which you summarized it, and 
which, I take it, is the standard form that has been adopted by the 
Interstate Commerce Commission for the stating of railroad accounts, 
of your gross receipts, your expenditures other than rentals, and in 
expenditure such separation as would show the usual classification of 
what Mr. Sisson has been speaking of as overhead, wages, etc., and 
then a statement as to the rentafc which you are required to pay 
under your agreements with the railroads ? 

Mr. Parker. Yes, sir. I think this statement is approximately 
what you have in mind, and I will insert that. 

Note. — The director general subsequently offered a statement showing the esti- 
mated income account for 1918 compared witn the income account for 1917, for Clafis I 
roads and large terminal companies. 

The figures given are approximately actual and are based upon reports to the 
Interstate Commerce Commission. The figures relate to Class I roads (roads having 
operating revenues of $1,000,000 or over) and large terminal companies, because the 
reports to the Interstate Commerce Commission, upon which the Railroad Adminis- 
tration has heretofore been accustomed to rely, comprehend only those companies. 

The figures for all other companies under Federal control represent relatively a very 
* small amount of additional revenues, expenses, etc. 
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United States Railroad Administration — Class I roads and large terminal companies 
estimated income account for 1918 compared with income account for 1917. 



Operating revenues 

Operating expenses: 

Maintenance of wajr and structures 

Maintenance of equipment 

TraTic 

Transportation 

Mis?3llaneous operations 

General 

Transportation for investment— Cr 

Total railroad operating expenses 

Railroad Administration expenses 

Net operating revenue , 

Taxes 

Uncollectible railway revenue 

Railway operating income 

Equipment rents— Dr 

Joint facility rent— Dr 

Net operating income 

Standard return 

Surplus for the year 



Class I railroads and large ter- 
minal companies. 



1918 


1917 


$4,883,970,652 


$4,041,014,33^ 


640,007,111 


444, 458, vv 


1,094,518,932 


691,1X25, ,'1 


49,681,S85 


4,»66,Jil 


2,026,929,685 


l,529,>Ou,7r. 


38,923,969 


34, 022, =^22 


111,703,469 


96,41H,74- 


5,623,015 


. 7,«if. ■ : 


3,956,142,036 


2,852,880,196 


3,528,946 




924,299,670 


i,i88,ii4.M^ 


187,632,077 


220, 162, »I9 


615,598 


702, 571 


736,051,995 


967,26.N.>:r{ 


U, 7 11,257 


15%07<S,^'" 


15,276,724. 


21,40\'^ 


706,064,014 


929,786,712 


900,904,552 


600, 904, ^"^2 


194,840,538 


28,SS2,:*^ 



Note.— Figures in italics represent credits to expenses or debits to income. 

Basis of Payments to Railroads. 

The Chairman. You stated in your general statement, Mr. Hines, 
that in making payments to the railroads you were making them on 
the basis not of the total amount due them, but of the amount that 
was necessary in order to have them meet their fixed charges, includ- 
ing dividends, at the rate they had been paid over the three-year 
prewar period which Congress took as the basis for arriving at the 
compensation. 

Mr. HiNES. Yes. As to interest, it is the interest that had regu- 
larly been paid and was being paid at the time Federal control began. 
As to diviaends, generally speaking, it is the dividends paid at the 
regular rate which was paid auring the test-year period of three years. 
Now, there are occasional instances where there was no regular rate 
in that time where the Director General has directed a rate to be paid 
in line with what was paid the latter part of that period. There nave 
been special cases that had to be dealt with, but broadly speaking 
that is correct. 

The Chairman. Having made advances, you have not undertaken 
to pay them an amount to cover dividends in any instance in which 
railroads have not been paying dividends in this three-year period 
without recouping yourselves for those advances ? 

Mr. Hines. 1 do not recall any instance where we have authorized 
the payment of a dividend where the dividend was not paid in the 
three-year period. 

The Chairman. Do you recall in round figures how much your 
rentals exceed the moneys necessary to pay the interest and dividends 
in line with what you have stated has been the policy ? 

Mr. Hines. For the calendar year 1919 we figure there will be 
$150,000,000 surplus rentals over the interest and dividends. Now, 
it was more than that for 1918, was it not, Mr. Parker? 
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Mr. Parker. We estimated aboi|t $214,000,000 for 1918. 

Tbe Chairman. Why should it be so much less in 1919? 

Mr. Parker. Our estimate was that the war taxes would be some- 
what larger, which the corporations would have to pay out of their 
income this year, 1919, so they would have correspondingly a less 
amount to contribute toward their additions and oetterments pro- 
pam; in other words, there would be a larger amount of their rentals 
we would not have the right of deduction against on account of the i 

increased amount of war taxes or the probable increased amount of * 

war taxes. 

The Chairman. And it is your theory that further Government 
financing is necessary in order to stabilize conditions in this country 
by permitting the railroads to meet not onlj^ their indebtedness in the 
way of fixed interest charges, but also their dividends ? 

Mr. Hines. Yes; I am decidedly of the opinion right now it would 
have a most unfortunate effect on an industrialand financial sittiation 
that is already poor if railroad companies had to suspend dividends. 

Payment of Dividends by Railroad Companies. 

The Chairman. What have you to say as to the di3tinction, other 
tlian size, if any, that might exist between the railroads and any other 
concerns that may find themselves in lean years unable to pay their 
dividends? 

Mr. Hinges. Well, there is a distinction, in the tradition that a 
railroad dividend has been ordinarily a much more regular thing than 
a dividend paid by a small private indu^try, which p.ays a big divi- 
dend one year and does not pay any the next if it does not earn any. 
It has tecome a part of the tradition of the investor that a railroad 
stock which is regarded as reliable pays a dividend with regularity, 
and the suspension of that would cause a state of disturbance as to 
financial staliility entirely greater than would be the case as to a small 
industry, just on accouTit of the difference in the way the investing 
world looks at the two things, and then the much greater magnitude 
of the railroad dividend would be a distinct reason. 

The Chairman. Is not the latter reason the real reason that should 
control, if any should, why the Government should undertake to 
stabilize conditions by guaranteeing returns upon investments ? 

Mr. HiNES. I believe the former reason; that is, the tradition and 
the way the investing public looks at it, is at least as strong, because 
thoy look on a railroad security as a reliable and steady source of 
income if it is an approved company; and if that is suspended all of a 
sudden, it will very much more create the feeling that the very foun- 
dations of investment are being shaken than if there was a suspension 
of the dividend paid by some concern which is in the habit of paving 
or not paying according to the fluctuating state of business. 1 thiuK 
that is just as important as the fact that it is so much larger and so 
much more greatly ramified in its influence. 

The Chairman. You think it is sufficiently important to warrant 
the Government, at a time when it is having to borrow considerable 
moneys, in paying as rental an amount sufficient to pay dividends 
when the very road to which the payment is beins; made is indebted 
to the Government for expenditures in the way oi betterments i 



'■, 



32 APPROPRIATIOJSr rOR CONTROL OF TRANSPORTATION SYSTEMS. 

Mr. HiNES. That is my judgment. You see this indebtedness to 
the Government is an indebtedness for a capital expenditure, and it 
has always been assumed that it was perfectly proper for a corporation 
to pay a' dividend which was justified by its earnings, even tnough it 
was still owing money. Now, a distinct reason, which in my opinion 
makes it highly important not to deduct against dividends, is that it 
will create the impression that the Government is not living up to its 
obligations. 

It is true that imder the contract there is no final obligation not 
to deduct against dividends, but there is a statement that it is the 
policy to avoid making deductions against dividends wherever any 
other reasonable means of financing is afforded. While we could say 
that we were still living up to that policy if we simply clamped down 
on the railroads and said, "We want to pay you what you need for 
your dividends, and you ha,ve got to go outside and borrow this 
money and pay us off,'' yet there would be a pretty general feeling 
that it involved a disregard of a very strong moral obligation on the 
Government to protect thai situation. 

The Chairman. Let us examine that a moment. The Govern- 
ment obligated itself to the extent of $500,000,000 that might be 
used in the wav of betterments. Even assimiing that no part of that 
$500,000,000 should be diminished by virtue of working capital, and 
the need for that having been an oversight^ should be made good, yet 
what obligation is there in fact upon the Government in taking the 
railroads over under conditions such as did exist, and with Congress 
naaking provision only for financing of betterments to the extent of 
$500,000,000, for it now to go forward with betterments to a much 
greater sum in order to enable the roads not to meet their fixed 
charges simply but to pay dividends to their stockholdere ? 

Mr. HiNES. I believe there would be a very general feeling on the 
part of investors that suspension of dividends was due to a Govern- 
ment policy, because it never had happened in the past under private 
management, and thev would attribute it to a Government policy, 
notwithstanding the fact they were all made to believe that the 
taking over of the railroads was for the pmpose, in part, of stabilizing 
these betterments. I believe it woidd create an impression of going 
back on a Government policy that underlay the whole plan. 

The Chairman. Of course it will create the impression, but it is one 
thing to create an impression and it is another thing to have the facts 
warrant the impression created. 

Mr. HiNES. Sometimes an impression is so widespread that it is 
equivalent to the fact, even if it is not in accordance with the fact, 
and I think that would be one of the cases. 

Mr. Cannon. Mr. Hines, I was imder the impression that the Gov- 
ermnent upon taking over the railroads under the law must make good 
the average dividend that had been paid for a three-year period. 

Mr. Hines. I do not understand that the statute puts any definite 
duty on the Government to do that, but I think there was an impli- 
cation running through the whole arrangement that was relied on by 
the investors that there would be no disturbance. 

The Chairman. The question, Mr. Cannon, is not that there should 
be a reduction of rentals which would eliminate a sum needed to pay 
dividends, but whether inasmuch as the Government has paid through 
betterments to the railroads, it should now take credit for those bet- 
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terments in a reduction of the rentals, at least so far as there may be B' 

latitude for doing it without preventing the payment of the fixed 
charges of the roads ? 

Mr. HiNES. The situation the companies would be in as to past 
betterments would be that the Govermnent had ordered those oet- 
terments; that is, the companies did not seek them and now was ( 

taking advantage of betterments the Government itself had ordered 
to make deductions which would force a suspension of dividends. 

The Chairman. That might be warranted if the betterments 
ordered had been purelv arbitrarily ordered, but presumably it was 
the duty of the railroads, as a result of the franchise given them, to 
maintain themselves as going concerns, and as going concerns they 
required certain betterments, both in the way of rolling stock and of 
road improvements. Now, the proposal presented here is that the 
Government by its advances shaU finance betterments, make pay- 
ments for fixed interest charges, and guarantee dividends. 

Mr. HiNES. I do not think it involves that, Mr. Chairman. 

The Chairman. Is not that the effect of it ? 

Mr. HiNES. No; but it does involve this: Under the contract and 
under our policy we will, in every case where there is a reasonable 
opportunity for the company to go outside and finance, tell the com- 
pany it has to do it, and if it does not do it we will say, ''We will 
exercise our power to deduct against dividends," but we must be 
perfectly reasonable and not arbitrarily do that, and not do that un- 
lt»ss there is clearly a reasonable opportunity for the company, con- 
sidering the state of its credit, and what available securities it has to 
offer at the moment, and the state of the market, to go outside and 
raise the money to pay us off. Now, my idea is that we should ex- 
ercise very substantial pressure in that direction and that by degrees, 
as the months go by, we can get the companies to finance a very con- 
siderable part of these additions and betterments, but we can not do 
it fast enough to avoid a need for this money this year. 

The Chairman. If I understand your statement, translated it 
means that wherever the situation is such that it is not earning a 
dividend, that then we shall pay it so that it can pay the dividend; 
but wherever it is sufficiently strong to pay its dividend, then we 
will require it to do its own financing of betterments, and so on. 

Mr. HiNES. If a company is not earning its dividends, we would 
not let it pay a dividend. 

The Chairman. It certainly is not earning its dividends if it can 
not pay for the betterments that it needs in order to run the road 
as a going concern; and by '^pay'^ I do not mean pay out of receipts, 
but I mean pav by financing, if its credit is so bad that it is unable 
to finance its betterments, what right has it got to be paying divi- 
dends to the stockholders? 

Mr. HiNES. If its credit is so bad permanently that it can not 
finance its betterments, that is true; but if it is a question of a few 
months following this war period, I do not think it is true. I think 
it is very important for the general situation to protect the situation 
temporarily, but just as rapidly as we can, without upsetting the 
situation, force these companies to finance all these things. 

The Chairman. In point of fact, the situation j^ou speak of hardly 
protrays the actual situation, does it? Was not this the situation, 
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that most of the railroads had gotten themselves, whether through 
the failure of Congress or governmental agencies to allow them suffi- 
cient returns or not, in a situation where tney did not have the credit 
to enable them to make the betterments that they should make and 
pay dividends on their stock ? 

Mr. HiNES. That was undoubtedly true at the time the Govern- 
ment took the roads over. 

The Chairman. So that now the proposition comes down to the 
fact — and it may be a justifiable governmental policy — that the Gov- 
ernment should finance betterments and pay returns sufficient to 
meet the fixed charges of the roads plus dividends, where dividends 
have been paid. 

Mr. HiNEs. I should say they should finance betterments tempo- 
rarily to a substantial extent — ^not all of it, because a good deal of 
it the companies can finance — but they ought not to apply the 
opposite policy to such an extreme as to force a suspension of divi- 
dends at this time where the company is paying a dividend which is 
fairly justified by its annual income. 

The Chairman. Assuming we go ahead and continue to finance 
betterments, those made in 1918 and those for this calendar year, 
when will we reach the point at which the railroads will be either 
prepared to cease paying dividends or pay back for the betterments 
or earn enough to pay both the dividends and also the betterments ? 

Mr. HiNEs. My judgment is that by the end of this calendar 
year we will be in position where the companies, with comparatively 
lew exceptions, will be able to finance their additions; and that the 
companies that can not do it will be companies that are not able to 
pay any dividends, and that we will not make any additions except 
those essential for the purpose of safety. 

The Chairman. Is tnat predicated upon the belief that the in- 
creased rates that have been given will remain permanent, and as 
permanent rates will be sufficient to increase their income ? 

Mr. HiNEs. It is predicated on the idea that if Government control 
lasts longer or if private control is restored, they will have an income 
sufficient to pay their interest and their established dividends and 
have a reasonable margin of credit. I believe they would have that 
under these increased rates. The question whether those rates can 
be reduced will be dependent largely upon the volume of business 
and the extent to wnich readjustments of operation will reduce 
operating cost notwithstanding the increased rates of wages. I 
certainly do not make any prophecy that those rates are likely to 
be reduced in the near future; but on the basis of these rates my 
judgment is that when this year is passed the companies will b« 
able to finance their additions and betterments; that this appro- 
priation, while it is badly needed now and without it there would 
be very imfortunate consequences, will put the situation in shape 
where even if Federal control continues, it will take care of itself 
after this year. 

The Chairman. Of course, all this proceeds on the assumption 
that the railroads are entitled to earn a dividend upon the stock 
which they have issued to the extent that they have been earning 
such dividends in the immediate past. 

Mr. HiNEs. I would not say tnat. As I look at it, this is the 
effect in that respect, that tne act of Congress has contemplated 
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guaranteeing the railroads a certain rental; it has also contemplated 
that it is permissible for them to pay dividends not exceeding the 
regular rates during the three-year period. Now I do not believe 
Congress, in establishing that policy, necessarily committed itself to 
the view that in all cases that dividend is justifiable; but it was 
dealing with a temporary policy and for a temporary purpose, and 
for this temporary purpose it did commit itself to the view that 
that was a reasonable rental and that that rate of dividend was 
reasonable. 

The Chairman. Yes; but did it carry with it the corollary that is 
involved here, that it should both pay such rental and make such 
advances for betterments as might be necessary ? 

Mr. HiNES. It did not carry with it that corollary to the extent 
that we must make all additions and betterments. On the other 
hand, it did not carry with it the corollary that we must make the 
company make all of them, even though it might mean the susj)en- 
sion of dividends. I think there was a middle groimd which for the 
temporary protection of the situation and for carrying out the policy 
of Congress we had to adopt, and yet we can work more and more 
t«>ward that situation where the conM)anies will be re([uired to take 
those things off our hands; and my policy is to insist on their doing it 
and to use that as a leverage. We will not pay them enough to pay 
their dividends unless they use every reasonable expedient to finance 
these additions and betterments; but in the meantime, while that is 
heins: carried out, this appropriation is needed to handle the situation 
for the time being. 

Rental Contracts with Railroads. 

The Chairman. Now, Mr. Hines, you have undertaken to make a 
standard contract with these railroads in connection with rentals to 
be paid them. 

Mr. Hines. Yes. 

The Chairman. To what extent have you actually signed contracts 
with the railroads ? 

Mr. Hines. The number of contracts signed is 34. That is the 
standard contract. The number about ready to sign is 44. That 
is 78. Then, there are 23 others which have been drawn and in 
process'of consideration. 

The Chairman. How many corporations are involved? 

Mr. Hines. In all the contracts ? 

The Chairman. I mean, how many contracts would you have to 
enter into to cover the field ? 

Mr. Hines. To cover the railroads of class 1, the railroads that we 
ordinarily deal with and what these contracts relate to, about 170. 

The Chairman. What do you mean by railroads of class 1 ? 

Mr. Hines. Railroads having operating revenues of {1,000,000 a 
year or more. 

The Chairman. They represent how much of the total railroads of 
America ? 

Mr. Hines. Mr. Parker, what proportion of the mileage ? 

Mr. Parker. About 90 per cent. 

The Chairman. You have actually secured a fixed agreement with 
only a very small percentage of your class 1 railroads ? 
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Mr. HiNES. Taking those contracts that are now ready to sign we 
have gotten practicafly to the situation of making the final agreement 
with nearly naif of them. We tendered this standard form of con- 
tract definitely to all of them last September, and the railroad com- 
panies, acting through their executives, have indicated that thev 
would accept it, but m a number of instances the details of the con- 
tract have not been worked out. In (Juite a number of instances, 
because the cSmpanies have not filled in the detail yet that is called 
for, blit I should say, as far as I kndw, p;ractically every complM^y in 
the coubtry whose road has actually been taken over and is being 
operated by the Government is relying on the making of this contract. 

The Chairman. In making your financial statement as to the 
amount of rentals that you will be required to pay for the year 191S» 
are you predicating it upon agreements with all the roads in accord- 
ance with this standard contract ? 

Mr. HiNEs. Yes, sir. We are assuming that those cohtract will 
be made and that the standard return which is contemplated by the 
act of Congress will be p^aid to all of them. 



Thursday, February 6, 1919. 

The Chairman. Mr. Hines, when we adjourned yesterday we were 
discussing the question of contracts which had been made with the 
various roads. Are you able to tell us just what railroads have now 
signed the standard contract? I think you stated there were 34 
that had signed, and that there were 44 ready to sign as soon as the 
contract had been put in definite form as to details. 

Mr. Hines. I have an analyzed statement of that, which I will 
hand you and get you to look at in order to see whether that brings 
it out in the way you would like. That shows the facts up to January 
26, and there have been four contracts signed since that date. 

The Chairman. This table purports to show the standard con- 
tracts executed and delivered ana contracts substantially agreed to 
but not actually signed and delivered and those in a less determinate 
state. Suppose we just put this statement in the record. 

Mr. Hines. Yes; I will be glad to have that incorporated. 

Statement of the Contract Status as of January 26, 1918. 

[♦ indicates Class I roads.] 

I. Standard contracts executed by both parties and delivered: 

Company: Compensation. 

♦Atchison, Topeka & Santa Fe Ry $42,810,310 

♦Buffalo, Rochester & Pittsburgh Ry 3,276,410 

♦Chicago & North Western Ry 23, 364, 02S 

♦Chicago, Burlington & Quincv R. R 33,390,079 

♦Chica??o, St. Paul, Minneapolis & Omaha Ry 4, 934, 789 

♦Cincinnati Northern R. R 317,62s 

' ♦Cleveland, Cincinnati, Chicago & St. Louis Ry 9, 945, 73^ 

♦Colorado & Southern Rv 2, 833, 57S 

♦Fort Worth & Denver CJitv Ry 1, 891, 386 

♦Great Northern Ry '. 28,771,3r.O 

♦Lake Erie & Western R . R 1, 548, 54 1 

♦Lehigh Valley R. R 11,321,233 

♦Michigan (Central R. R 8, 105, 727 

♦Minneaota& International Ry 202,455 

♦Missouri* North Arkansas R. R 175,000 
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Company — Contiaued, Compensation. 

•New York Cpntral R. R 158,122,084 

*New York, Ontario A Wefltera Ry 2,103,589 

•Norfolk & WeBtern Ry 20, B40, 899 

•Northern Pacific Rv 30,130,068 

"Pittaburgh 4 Lake Erie R. R 8,980,219 

"Richmond, Frederickaburg A Potomac R. R 1,137,373 

Ai^MHta Southern 28, 000 

Detroit Terminal R. R 1 86, 460 

Geoi^a & Florida .' 88, 000 

Indiana Harbor Belt R, R 296, 053 

Lake Erie A Eaatem 127,081 

•Pennaylvania R. R 53,603,427 

•Atlantic Coast Line 10, 1 85, 942 

Galveston ftliari 526,069 

Total (29 contracts) 359,053,626 

Another contract, making 30 in all, has also been executed and delivered for a lump- 
sum compensation, viz, Gulf. Tenaa 4 Weatem, $29,734. 

Note. —Since the above list was made up contracts with the Geonria Railroad, 
compensation $858,663; the Western Railway of Alabama, compensation $288,237; 
the Charleston 4 WeBl^m Carolina Railroad, compensation $466,921 ; the Waehinclon 
Southern Railroad, compensation $468,482, and the Trinity 4 Brazos Valley Rail- 
road, compensation $100,000, have been sipned. 

The fore^ing list includes 23 Class 1 roads, and 6 other Class I roads are included in 
the above contracts as "affiliat«d companiee," making 29 contracts with companies 
listed as Class I roads already executed by both parties. 

II. Contracts executed by the companicH. passed by the Railroad Administration 
staff, and awaiting execution by the director general and additional directors' votes 
before delivery: 

Company: Compeinailon. 
Atlantic & Western $12, 660 

III. Contract* executed by the company, but awaiting action by members of the 
Railroad Administration staff: 

Company: Compeitsalion. 

Gainesvilie Midland $22, 732 

•Delaware, Lackawanna 4 W'est«rn 15,749,476 

•Atlanta 4 West Point 252,995 

•Texas 4 Pacific 4,107.432 

Weatherford M. W. 4 N, W 31,148 

Denison 4 Pacific Suburban 4, 702 

Total (6) 20,168,485 

IV. Contracts passed by the Railroad Administration alaft and sent to the companire 
to execute; 

Company: Compcnaation. 

•Central R, B. of New Jereey $9, 352, 301 

•Central New England 1, 468, 123 

•Southern Pacific 47,959,988 

Total (3) 58,780,412 

V. Contracts drawn by the Division of Law of the Railroad Administration and cir- 
culated lo members of the Railroad Administration staff in printed form: 
Company: CompfnaaUon . 

Lebwh A Hudson River «51«,371 

•El Paso 4 Southwestern ""' ... 4.UB,\02 

•Pennevlvania west "•'' . . . 15>.^M.1W 

•MaineCentral ---.■■■ _.. i,ft56,«i« 

FairchUd 4 Northeastera '---" .-■ , ™^i 

•Rutland ^"^ - ,- ■ .-■■ V.'*'*'*** 
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Companv — Continued. ' (kHnpensatiaii- 

*rentnd of Georgia $3, 444, 158 

Br. Eastern District Tenninal 306, 2od 

•Grand Rapids & Indiana 929. 385 

♦St. Joseph & Grand Island 373, 811 

*Lo8 Angeles & Salt Lake 3, 414, 751 

Union Freight 32, 009 

Abilene & Southern 78, 375 

Winston-Salem Southbound 260, 251 

♦Alabama* Vicksburg 322,854 

Georgia, Florida & Alabama 67, 637 

Detroit, Bay City A Western.... 85, 967 

Von Huron Southern 11, 025 

Chicago Junction Ry 916, 8(M 

Chicago River & Inaiana 108, 525 

•Boston & Maine 9, 832. 490 

Birmingham & Northwestern 34, 52*2 

•New England Steamship Co 1, 060, 753 

Total (23) 45,058,347 

VI. Contracts drawn by the Division of Law and sent to companies to print. When 
printed to be circulated among the staff of the Railroad Administration. 

Company: Compensatkm. 

Fort Worth Belt $55,10? 

Saline Northern 15, 000 

Anthony & Northern 9, 512 

•Nashville, Chattanooga & St. Louis 3,182,089 

•Kansas Citv, Mexico & Orient 150, 000 

Bennettsville A Cheraw 31, 273 

Cumberland & Pennsylvania 255, 692 

Louisiana & MisBissippi Railroad Transfer 41, 689 

Sioux City Terminal 17. 352 

St. Joseph Belt 44, 779 

St. Paul Bridge A Terminal 67, 509 

•Chicago, Milwaukee & St. Paul 28, 106, 771 

Buffalo Creek 409, 397 

Union Terminal of St. Louis 29, 67^ 

♦Duluth, South Shore A Atlantic 594, 637 

•Mineral Range 147, 432 

Trans-Miasiasippi Terminal 665. 391 

♦Union Pacific 38, 417, Oil 

Durham & Southern 134, 221 

Total 72,374,510 

VII. Contracts drawn bv the Division of Law, but awaiting further data or the 
decision of special claims before being given to the company to print: 

Company: Compenaatian. 

^Atlanta, Birmingham & Atlantic $358, 05S 

American Refrigerator Transit 542, 022 

♦Ann Arbor 548, 44<» 

Durham & Southern 134, 221 

•Elgin, Joliet A Eastern 2,862,17' 

•Erie 15,729,0r.< 

Escanaba A Lake Superior 58, 6^^ 

♦lx)uisville A Nashville 17,310,494 

Memphis, Dallas A Gulf 28,2515 

San Antonio, Uvalde A Gulf 55, 92>^ 

Susquehanna A New York 56, 8M 

♦Vicksburg, Shreveport A Pacific 337. ^7 

♦Central of Vermont 835. 3»» 

♦Florida, East Coast 2,842.842 

Total 41,660,4.34 

The foregoing shows that 101 contracts, providing for $599,190,646 of compensatioE 
have been drawn by the Division of Law; that 30 of these contracts have been exe^ 
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cuted by both parties; that 33 niore have been approved by the Divisioii of Law and 
circulated among members of the Raibx>ad Administration staff fox their opinion; 19 
more approved b)r the Law Division and sent to the companies to print; and 14 more 
drawn, but awaiting determination of special claims, etc. Of the 101 contracts, 61 
aro with (lasB I roads: besides which there are probaoly 20 more Class I roads in the 
'affiliated companies" which are parties to these contracts. 

In the case of contracts not yet executed by the Director General, the causes of 
delay are being removed by correspondence or otherwise as rapidly as possible. 

In addition 13 short line contracts have been actually executed. 

The Chairman. As I recall it, the compensation aggregates some- 
thing over $900,000,000 and apparently jou have actually executed 
and delivered contracts with 30 companies, the compensation to be 
paid them aggregating about $360,000,000, or a little over one-third. 

Mr. HiNES. Yes, sir. 

Excess Compensation. 

(See p. 45.) 

The Chairman. You were permitted under the law, certain facts 
appearing, to grant conipensation in excess of the maximum that 
might be stated by the Interstate Commerce Conmaission to be the 
return earned on the 3-year prewar basis. That was section 6 of the 
act, was it not? 

Mr. HiNES. It was paragraph 6 of section 1. 

The Chairman. In point of fact, have you made any such con- 
tracts? 

Mr. HiNES. As a matter of fact we have not yet executed any con- 
tracts which include any allowance for compensation in addition to 
the standard return, with one exception so far, and that is the 
Missouri & North Arkansas Railroad, where the compensation which 
we fixed was $161,230 per year, in excess of the standard return. 

The Chairman. To what extent? 

Mr. HiNES. That was the excess, $161,230. 

The Chairman. Do you recall what the total amount of the 
standard return was? 

Mr. Eddy. About $13,770. The standard return was the differ- 
ence between $161,230 and $175,000; the total compensation paid 
was $175,000. 

Mr. HiNES. That was one of those extreme situations where a com- 
pany had a very heavy loss for one of the three years, due to condi- 
tions that were not regarded as at all typical, and had a very sub- 
stantial income for another year, and the result was that a standard 
return really did not signify anything. After analyzing and thrash- 
ing the thing out back antl forth we fixed on this excess amoimt as 
indicative oi a fair compensation for the road. 

The Chairman. Has there been any instance in which you have 
agreed on an ainoimt less than the maximum fixed as the standard 
return ? 

Mr. HiNES. No; there has been no such instance. 

The Chairman. Was that due to the fact that the Railroad Ad- 
ministration assumed that the maximum should be the minimum, or 
Was it due to the fact that you were unable to get the railroads to 
accept any less sum ? 

Mr. Hines. The Railroad Administration proceeded on the view 
that, broadly speaking, the so-called standard return represented a 



40 APPROPRIATIOlSr rOR CONTROL OF TRA29^SPORTATIOK SYSTEMS. 

standard acceptable to Congress and that it was a wise thing to 
agree on that standard. There would have been an infinity of dis- 
putes about the extent to which that standard ought to be modified, 
and it seemed an entirely hopeless imdertaking to try to reconstruct 
that, and the Railroad Administration settled down with unanimiity, 
as I imderstand, to the view that the only practical course was to 
adopt this as a proper compensation, recognizing that it was not 
ideal, but that it was practical, and that it was really what every- 
body regarded as the thing contemplated by Congress, although it 
was expressed as the maximum. 

The Chairman. You treated it as a minimum as well as a maxi- 
mum, then i 

Mr. HiNES. Well, we did not treat it as a minimum in the sense 
that we felt compelled by law to do it, but we felt impelled by prac- 
tical conditions to settle on that as the thing to allow. 

The Chairman. To what extent have the railroads sought to 
obtain an amoimt in excess of the maximilm, and to what extent 
are those matters pending and imadjusted. 

Mr. HiNES. Eighty-two companies have made claims for excess 
compensation. 1 have a statement here that shows which of those 
have been denied, which are pending, and which are allowed, and 
will be very glad to file it. I would liSe to say that in this statement 
those that have been allowed are even yet only tentatively allowed, 
except in the case of the Missouri & North Arkansas, where the 
contract has been executed. 

The Chairman. Including those which are allowed, tentatively, 
as you say, and those which are pending and not denied, how much 
in excess of the standard rate is involved ? 

Mr. HiNES. For those which have been tentatively allowed the 
excess compensation ag^egates $1,316,538. 

The Chairman. Touching those which are claimed and neither 
denied nor allowed 

Mr. Eddy. We have not that information. 

Mr. HiNES. But we can give it to you. 

The Chairman. You testified yesterday, I believe, that in stating 
your accounts you had assumed the rentals on the basis of the 
standard returns ? 

Mr. HiNES. Yes. Mr. Parker, was that true as to the Missouri & 
North Arkansas, or did we take the actual compensation and agree 
on that ? 

Mr. Parker. I think that in the case of the Missouri & North 
Arkansas, we took the actual amoimt. 

Mr. HiNES. The statement I made yesterday is subject to the 
qualifications that as to the Missouri & North Arkansas, with which 
a contract has already been made, we took the compensation actually 
allowed, instead of the standard return, but as to all the other cona- 
panies, the statement is made up on the basis of the standard return. 

Note. — ^Mr. HineB subsequently stated that upon inapection of the record it was 
found that the compensation to itie Missouri & North Arkansas had been included 
in the statements on the basis of actual net operating income, of $13,146; 
that the statement of compensation did not include the additional compensation 
allowed. 

The Chairman. In any event, the variance becomes, in a sense, 
negligible in connection with your general financial statement) 
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Mr. Hikes. Yes. The amounts that have been tentatively al- 
lowed represent less than one-sixth of 1 per cent, I should say, 
of the total compensation. This statement will show the names of 
the companies, and quite a number of other corporations made 
claims for compensation, which were denied. But tnat is shown in 
the statement which will be filed. 

The CHAIRMAN. Broadly speaking, there is outstanding and unad- 
justed a rather small amoimt in connection with this added com- 
pensation. 

Mr. HiNES. Yes; that is a relatively negligible feature, as you say. 

Note. — ^The director general subsequently filed a statement showing the claims 
that had been filed for additional compensation, showing separately the claims that 
had been allowed and the amounts thereof; the claims that had been denied or with- 
drawn; and the claims still pending, and such statement is as follows: 

Summary of special claims for compensation, in addition to the standard retumy filed tcUh 

United States Railroad Administration to Feb. 6, 1919. 



Status. 



Allowed in part 

I)«»ni««d 

Withdrawn 

Pending , 

Total 



Number 
of claims. 



11 

30 

5 

36 



82 



Amount of 
claim. 



16,419,875.82 

22,593,184.45 

321,635.38 

46,204,136.44 



75,538,832.09 



Amount of 
allowance. 



$1,316,53&71 



0) 



1 Not yet determined. 

Rfoapitulation of claims allowed to Feb. 6, 1919 , in excess of sUmdard retiam. 

<'hirago, Milwaukee & St. Paul : . . . . $440, 082. 39 

Missouri, Oklahoma & Gulf, approximate 250, 000. 00 

Miroouri & North Arkansas 161, 230. 00 

New York, New Haven & Hartford, estimated 150, 000. 00 

Kansas City, Mexico & Orient 140, 026. 61 

International & Great Northern 129, 259. 18 

Tumherland & Pennsylvania 19, 885. 50 

Salina Northern 15, 000.00 

Van Buren Bridge Co 11 , 055. 03 

Trinitv & Brazos Valley (») 

<'ulf, Texas & Western (") 

Total 1, 316, 538. 71 

Claims filed to Feb. 6, 1919. 
Denied: 

New York Central $5, 339, 941 20 

Chicago, Rock Island & Pacific 5. 193, 045. 34 

St. I/>uifl-San Francisco 4, 971, 520. 73 

Great Northern 1,426,320.00 

Minneapolis & St. Louis 1,073,680.75 

Boston & Maine S09, 624 . 34 

Union Pacific 595,079.00 

Chicago, Indianapolis & Louisville 470, 808. 12 

Northern Pacific 437, 579. 28 

Chica^, Terre Haute & Southeastern 392, 856. 95 

Louisville & Nashville 341, 776. 40 

Pan Antonio. Uvalde & Gulf 216, 054. 32 

New Orleans, Great Northern 155, 192. 21 

Norfolk & Western 189, 700. 09 

I No oompeoaBtlDD. 
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Denied — Continued . 

Philadelphia & Reading $128, 059. 50 

Waterloo, Cedar Falls & Northern 123, 410. 94 

Louisiana & Arkansas 120, 695. 30 

Ann Arbor 109, 721. 01 

Bangor & Aroostook 107, 170. 24 

Hudson & Manhattan 89, 224. 00 

Lehigh & New England 57, 520. 45 

Kansas City Southern 57, 447. 1 1 

Toledo Terminal Co 47, 000. 57 

Port Reading 42, 288. 86 

Galveston Wharf Co 32, 479. 41 

Vicksburg, Shreveport & Pacific 28, 780. 00 

Detroit, Bay City & Western 18, 000. 00 

Galveston, Houston & Henderson 9, 458. 00 

Catasauqua & Fogelsville 8, 107. 52 

Atlantic City R. R 642. 81 



Total 22, 593, 184. 45 



Withdrawn: 

Elgin, Joliet & Eastern 115, 756. 01 

Nashville, Chattanooga & St. Louis 78, 230. 47 

Atlantic Coast Line 44, 361. 84 

Ocean Steamship Co 43, 818. 97 

Central of Georgia 39, 468. 09 

Total 321, 635. 38 



Pending: 

Missouri, Kansas & Texas system (3 claims) 5, 559 

Southern 4, 771 

Missouri Pacific 4, 383 

Baltimore & Ohio 3, 685 

Western Pacific 3, 344 

Chicago & Eastern Illinois 3, 244 

Wheeling & Lake Erie 2, 828 

Wabash 2, 731 

Seaboard Air Line ^ 2, 538 

Western Maryland '. 1, 883 

Carolina, Clinchfield & Ohio 1, 758 

Erie 1, 547 

Gulf Coast Lines 1, 487 

New York Connecting 1, 469 

St. Louis Southwestern 1, 335 

Fort Dodge, Des Moines & Southern 154 

St. Louis Terminal Association 696 

Evansville & Indianapolis 622 

Illinois Central & Y. & M. V 524 

Norfolk Southern 476 

Old Dominion Steamship Co 325 

Chicago Great Western 171 

Atlanta, Birmingham & Atlantic 134 

New York, Susquehanna & Western 98 

Minneapolis, St. Paul & Sault Ste. Marie 86 

Port Townsend & Puget Sound 74 

Ulster & Delaware 71 

Farmers Grain & Shipping Co 53 

Escanaba & Lake Superior 46 

Wrightsville & TennUle 38 

Pacific Coast 35 

Wildwood & Delaware Bay 15 

Louisville & Wadley 5 

Piedmont & Northern 2 



539.61 
398. 97 
736. 12 
022.00 
916.01 
463.00 

314. as 

368.00 
726.00 
478. 94 
227.53 
698. 39 
722. 75 
758. 80 
185.29 
164. 39 
593. 66 
504.69 
736.84 
595. 43 
000.00 
513. 49 

823. 16 
461.02 
084. 99 
863. 06 
722. 32 
647.33 
311. 99 

407. 17 
222. 28 
562. 75 
760. 60 
605. 23 



Total 46, 204, 136. 44 
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The Chairman. What organization did you create for the deter- 
mination and adjustment of this matter oi compensation to be paid 
to the roads ? 

Mr. HiNES. You mean to deal with these excess claims ? 

The Chairman. WeH, to deal primarily with the contract itself and 
necessarily with a claim for excess. 

Committee on Adjustment of Compensation — ^Preparation of 

Contracts. 

Mr. HiNES. To deal with the general plan of the contract, Director 
McAdoo, at the beginning of the Railroad Administration, asked 
several members of the Siterstate Commerce Commission to join 
with Judge Payne, our general counsel, and Mr. Prouty, Director of 
the Division oi PubUc Service and Accoimting, on a committee to 
study the form of the contract, and that committee gave several 
months' study to the subject, meeting a committee of the executives 
of the railroad corporations. Out oi the deliberations of that com- 
mittee and its discussions with the railroad corporations came a 
tentative draft of contract, which was very strenuously objected to 
by the railroad corporations in a great many respects. 

Those objections were dealt with by our g[eneral coimsel and some 
of them eliminated, the companies withdrawing them, and finaQy the 
matter boiled down to a number of objections, on which the corpora- 
tions stood and insisted on the submission of them to the Director 
General himself. Along with that there was an organization of 
security holders which objected strenuously to a number of the pro- 
visions which had been put in the contract, as the result of the recom- 
mendations of this committee of ours. Finally, Director General 
McAdoo had a hearing at which a committee of securitjr holders 
presented arguments, and a committee of railroad executives pre- 
sented their arguments. He took them all into consideration, and 
then rendered a decision aQ<3wing, in nart, some of the things they 
ur^ed and disallowing others, and then annoimced the contract 
wmch he was willing to make. That represents how the contract 
was arrived at. Now, as to the question of 

The Chairman (interposing). Before we come to the question of 
compensation, as such, could you indicate, briefly, the substantive 
matters of real moment that were at issue between the railroads and 
the administration ? 

Mr. HiNEs. My mind is a little rustv on that, but I can give you a 
memorandum which sets them forth in detail and the Director 
GeneraPs decision on each. 

The Chairman. You might place that in the record. 

Mr. HiNES. Very well. I might say that there were two out- 
standing objections that were urged very strongly on the part of the 
security holders. It was insisted that the contract made tnem waive 
any claims they might have against the Government for diversion of 
business at the end of Federal control. They said their business 
mi^ht be lost when Federal control ended, and tnat the compensation 
which was paid them would not be a compensation for all losses, and 
they wanted to have the contract left in such form that at the end of 
Federal control, there could be an appraisal of that additional element 
of damage, and they could be aUowod whatever it amounted to. 
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However, the director general took the position that they were 
entitled only to a single compensation and lor that single compensa- 
tion they must give a complete acquittance; that if they did not make 
a contract and went into the Court of Claims, whatever amount it 
fixed as compensation, it would fix as compensation, for all the use 
that the Government made of the property and all the damage the 
Government did to the property, ana insisted that he would not 
make a contract that did not give the Government a correspondingly 
complete acquittance. So that provision was maintained in tlie 
contract. 

The other outstanding point that comes to my mind at present is 
that the raiboad companies objected verv strenuously to any deduc- 
tion from their compensation which would interfere in any way with 
dividends as well as with interest, and urged that the Government 
must commit itself absolutely that under no circumstances would it 
make any deduction which would interfere with the pavment of 
regular dividends. The director general declined to do that, indi- 
cating, however, that a provision would be allowed that when they 
availed themselves of a reasonable opportunity to finance, so as to 
repay the Government for its additions and betterments, that then 
the deduction would not be insisted on as against dividends, except 
in emergency cases, but he denied their contention, which they urged 
with a great deal of insistence, that there ought to be an ahsolute 
undertaking that there would be no deduction which would interfere 
with dividends. But I will put in the record a memorandum which 
will show all of those points and how thev were disposed of. 

(The memorandum referred to will be found on page 189.) 

The Chairman. Who constituted, if you recall, this board that 
represented the administration? 

Mr. HiNEs. Mr. Prouty, could you give the names of the committee 
that worked on the contract ? 

Mr. Prouty. The commissioners. 

Mr. HiNEs. The members of the cominission and the members of 
our organization. 

Mr. Prouty. I think Judge Payne and I represented our organiza- 
tion; Mr. Clark, Mr. Anderson, Mr. Meyer, and Mr. Hall represented 
the commission. 

Mr. HiNEs. And, as I recall. Commissioner Clark was chairman of 
the committee. 

Mr. Prouty. Commissioner Clark was the chairman. 

The Chairman. You had another committee, presumably, after 
establishing the form of your standard contract, to consider the 
question oi the compensation to be named in it. 

Mr. HiNEs. As to the question whether the standard return should 
be allowed in the contracts generally, I would say — ^And Mr. Prouty, 
I would like to have you supplement what I say, or correct it in any 
way you think proper, because you are more closely in touch witn 
this — that as a result of the discussions which took place in the 
formation of the contract and the discussions which took place among 
the members of the railroad staff, there was reached a consensus of 
opinion that the only practical way to deal with it was to allow the 
standard return, and, therefore, no committee was constituted 
especially to make a study of all these roads with reference to that 
suDJect; out it was based on the general knowledge which the members 
of our staff had of the situation and of the problems involved. 
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Mr. Prouty. I think that is correct, except that it was rather 
assumed that there might be, in the case of some of the smaller roads, 
an anomalous case where we would not pay the standard return; 
whether there has ever been such a case I am not certain, but I think 
there have been one or two. But I believe we did assume that it was 
the intent of Congress that imless there was something to indicate that 
it would not be just and appropriate to make us pay it, that we 
ought to pay the standard return. 

Committee on Excess Compensation. 

(See p. 39.) 

Mr. Hines. When we came to the matter of these claims for excess 
compensation a committee was appointed to deal with that, a com- 
mittee which contained representatives of our division of law, our 
division of operation, and our division of accoimting. They duty of 
that committee was to analyze the claims that were presented, to 
reach a conclusion and make a recoxnmendation as to whether the 
claims ought to be allowed or not. Those claims, when they were 
favorably acted on by that committee, were then submitted to a 
subcommittee of our staff. That committee consisted of Mr. Prouty, 
Mr. Williams, director of the division of finance; Judge Lovett, 
director of the division of capital expenditures; and Juc^e Payne, 
and I frequently sat with that committee when I had time while I 
was assistant director general. That committee then again considered 
any claims that had been favorablv acted on by the committee on 
compensation. Those claims which had been aenied by the com- 
mittee on compensation were not ordinarily reconsidered by this 
committee of the staff. Then, in some cases there was a still further 
consideration by the entire staff as to whether anything should be 
allowed, and the result of all that work is that out of the 82 claims 
presented there have been tentatively allowed 11 claims, showing 
that they were very carefully and repeatedly scrutinized, those that 
seemed to be entitled to favorable consideration at all. 

Inv^entory OF Propebty OF Railroads. 

The Chairman. These contracts imdertook to deal, in considerable 
detail, with various matters of finance and adjustment and they 
also carry, do they not, a schedule of property ? 

Mr. Hines. A very general description of tne property is embodied 
but it is not schedulecfin great detail. * 

The Chairman. What machinery has been created, if any, to 
inform you what you took over and, therefore, what you stand 
committed to accoimt for upon a return of the roads ? 

Mr. Hines. Immediately upon the beginning of our administration 
we took up the question of an inventory and instructions were given 
that an inventoiy be made. Mr. Prouty, was that to be made as of 
December 31 ? 

Mr. Prouty. Yes. 

Mr. Hines. Will you state more in detail how that was done, 
because that was in your division. 
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Mr. Proutt. No inventory of the property was ever made by the 
director general. The Bureau of Valuation, under the valuation act, 
makes an inventory of the property of every carrier as of a certain 
date and also keeps track of all changes in that property, so that the 
Bureau of Valuation is able to state, as of a certain date, exactly 
what property the carrier had on hand. Mr. McAdoo thought we 
shoula depend on that inventory for a detailed statement of the 
property taken over, so thiere is in the contract, therefore, a simple 
and general description, and we rely on the detailed inventory of the 
Bureau of Valuation if any question ever arises. 

The Chairman. Do the railroads stand committed to vour inven- 
tory? 

Mr. Prouty. It does not make any difference whether they are or 
not; it is right, and we can show it is right, and that ends it as far as 
that is concerned. 

The CiiAraMAN. It may be as to the fact but not as to a lawsuit. 

Mr. Prouty. Well, the inventory is served on them and they are 
required to make objections to it, and if it is not right they are going 
to object to it. That does not include materials and supplies which 
the carrier had on hand on December 31, and the director general 
directed that an inventory should be made, as of December .31, of the 
materials and supplies, one copy to be retained by the carrier and one 
copy to be filed with the Division of Accounting, and that has been 
done. 

Mr. SissoN. Were the railroads themselves called upon to furnish, 
as nearly as they could, a list of their properties ? 

Mr. Prouty. The railroads were reauired, under the order of the 
Interstate Commerce Commission, to me with the Bureau of Valua- 
tion a schedule of their equipment of all kinds, together with the 
original cost of that equipment and a great many other facts connex^ted 
with it. That schedule is verified by the Interstate Commerce Com- 
mission; we go into their books and as a result we produce a very 
perfect inventory of the properties. 

Mr. GiLLETT. Based upon the railroads^ own statements ? 

Mr. Prouty. Yes, as verified by our people. There is never any 
dispute between the railroads and the Interstate Commerce Com- 
mission about the inventories of equipment. The Santa Fe people 
admitted, when we got through with our inventory of their equin- 
ment, that they knew more about their equipment from our schedule 
than they had ever known before, and that is a road that keeps its 
records in admirable shape. 

Mr. SissoN. Is an inspection made on the part of the Government 
officials of the property itself at any time ? 

Mr. Prouty. We inspect, or intend to inspect, 10 per cent of the 
equipment. 

Mr. SissoN. And do you check it up with the returns ? 

Mr. Prouty. That is, however, for the purpose of determining the 
condition of the equipment, how much it has depreciated, etc. We 
check up from the records of the carriers the existence of the equip- 
ment. It passes from one carrier to another, and there is a record 
of it kept, and we check up those records. 

Mr. <jiLLETT. Do you average the other 90 per cent by the 10 per 
•ant that you inspect ? 
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Mr. Prouty. Yes, sir. 

The Chairman. You will place in the record at this point your 
standard form of contract. 
(The contract referred to is as follows:) 

[Form B, Jan. 26, 1919.— For companies with subsidiaries.] 
AliREEMENT BETWEEN THE DIRECTOR GENERAL OP RAILROADS AND CO 

AND Other Corporations, , 1919. 

PREAMBLE AND RECITALS. 

This agreement, made this day of , 1919, between Walker D. Hines, 

Director General of Railroads, hereinafter called the Director General, acting on 
behalf of the United States and the President, under the powers conferred by the 
proclamations of the President hereinafter referred to, party of the first part, and the 
parties of the second part: 

Witnesseth that: (a) WTiereas by a proclamation dated December 26, 1917, the 
President, acting under the powers conferred on him by the Constitution and laws 
of the United States, by the joint resolutions of the Senate and House of Representa- 
tives bearing date April 6 and December 7, 1917, respectively, and particularly 
under the powers conferred by section 1 of the act of Congress approved August 29, 
UU6, entitled "An act making appropriations for the support of the Army for the 
tiscal year ending June 30, 1917, ana for other purposes,^' took possession and assumed 
control at 12 o'clock noon on December 28, 1917, of certain railroads and sj'stems of 
transportation, including the railroads and transportation systems of the companies 
and the appurtenances thereof, and directed that the possession, control, operation, 
and utilization of the transportation systems thus taken should be exercised by and 
through William G. McAdoo, appointed Director General of Railroads; and 

ib) WTiereas the Congress of the United States, by an a(!t approved March 21, 1918, 
hereinafter called the Federal-control act, has authorized the President to enter into 
asxeements with the companies owning the railroads and systems thus taken over 
ivT the maintenance and upkeep of the same during the period of Federal control, for 
the determination of the rights and obligations of the parties to the agreement arising 
from or out of Federal control, including the compensation to be received or guaranteed, 
and for other purposes, as in said act more fully set out, and authorized the President 
to exercise any of the powers by said act or theretofore granted him with relation to 
Federal control through such agencies as he might determine: and 

(c) Whereas by a proclamation dated March 29, 1918, the President, acting under 
the Federal-control act and all other powers him thereto enabling, authorized the 
Director General either personally or through such divisions, agencies, or persons 
a.-* he may appoint, and in his own name or in the name of such divisions, aeencies, 
or persons, or m the name of the President, to agree with the carriers, or any of tnem, or 
with any other person in interest, upon the amount of compensation to be paid pursuant 
to law, and to sign, seal, and deliver in his own name or in the name of the President 
or in the name of the United States such agreements as may be necessary and expedient 
^ith the several carriers or other persons in interest respecting compensarion, or any 
other matter concerning which it may be necessary or expedient to deal, and to make 
any and all contracts, agreements, or obligations necessary or expedient and to issue 
any and all orders which may in any way be found necessary and expedient in con- 
nection with the Federal control of systems of transportation, railroads, and inland 
waterways as fully in all respects as the President is authorized to do. and generally 
to do and perform all and sin^lar the acts and things and to exercise all and singular 
the powers and duties which in and by the said act, or any other act in relation to the 
subject thereof, the President is authorized to do and perform; and 

(a) Whereas the said William G. McAdoo has resigned as Director General of Rail- 
xoads and by a proclamation dated January 10, 1919, the President appointed Walker 
D. Hines l5irector General of Railroads and authorized him, either personally or 
through such divisions, agencies, or persons as he may appoint, in his own name or 
in the name of such divisions, agencies, or persons, or in tne name of the President, 
to agree with the carriers or any of them or with any other person in interest, upon 
the amount of compensation to be paid pursuant to law, and to sign^ seal, and deliver 
in his own name or in the nsune of the President, or in the name of the United States 
of America suOh agreements as may be necessary and expedient with the carriers 
or other persons in interest respecting compensation or any other matter eonceming 
which it may be necessary or expedient to deal, and to make any and all contracts, 
agreements, or obligations necessary or expedient, and to issue any and all orders 
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which may in any way be found necessary and expedient in connection with the 
Federal control of the systems of transportation taken over by the proclamation of 
December 26. 1917, as fully in all respects as the President is authorized to do, and 
generally to do and perform all and sm^lar all the acts and thingis and to exercise 
all and singular the powers and duties in relation to such Federal control that the 
President is by law empowered to do and perform; and 

(c) Whereas the Interstate Commerce Commission has certified to the President the 
amount of the average annual railway operating; incomes of the said companies, com- 
puted in the manner provided in section 1 of tne Federal-control act, and the aggre- 
gate of which amounts is dollars, and cents ($ ), subject to such 

changes and corrections as the commission may hereafter determine and certify to be 
recjuisite in order that the accounts and reports of the companies used by the com- 
mission as the basis of computing said average annual railway operating incomes 
may be brought into conformity with the accounting rules or regulations oi the com- 
mission in force at the time of such accounting, or in order to correct computation 
based on such accounts or reports. 

Now. therefore, the parties hereto, of the first and second parts, respectively, each in 
consideration of the agreements of the other herein contained, do hereby covenant 
and agree to and with each as follows: 

SECTION 1. — ^PRIVITY, ALTERATIONS, DEPINITIONS, ETC. 

Sec 1. (a) This agreement shall be binding upon the United States^ the Director 
General and his successors, and upon the companies, and their respective successors 
and assigns. 

Wherever in this agreement the word " company " is used it shall be underetood 

as meaning the Co.; the words "affiliated companies" shall be understood as 

meaning the other corporations, parties to tnis agreement; and the word 

"companies" shall be understood as meaning the corporations, parties to this 

agreement. 

The rights and obligations of the companies in this agreement contained are several, 
not joint. The company owns all the stock, except directors' qualifying shares of 
all the affiliated companies. 

This agreement shall not be construed as creating any right, claim, privilege, or 
benefit against any party hereto in favor of any State or any subdivision thereof, or 
of any individual or corporation other than the parties hereto. 

(b) The provisions of tnis a^eement may be altered, amended, or added to by and 
only by mutual consent signified by instruments in writing signed by the Director 
General and by some officer of the company thereto duly authorized by the board 
of directors of the company. 

(c) Wherever in this agreement the word " commission " is used it shall be under- 
. stood as meaning the Interstate Commerce Commission, acting bv divisions or other- 
wise SiS authorized by law; but any party shall have the right to have the decision of 
anv division reviewed by the commission sitting as a whole. 

(d) Wherever in this agreement the words "Federal control" are used to indicate 
a period of time they shall be understood as meaning the period from 12 o'clock mid- 
night of December 31, 1917, to and including the day and hour on which said control 
shall cease. 

(e) Wherever in this agreement the words "test period" are used they shall le 
understood as meaning the period between July 1, 1914, and June 30, 1917, both 
inclusive. 

(/) Wherever in this agreement the words "standard return" are used they shall 
be understood as meaning average annual railway operating income, computed in 
the manner provided in section 1 of the Federal control act, and ascertained aid 
certified by tne commission. 

(g) Wherever in this agreement the words "Director General" are used they shall 
be understood as designating the person who has been or may from time to tune 1 e 
appointed by the President to exercise the powers conferred on him by law with 
relation to l^ederal control, or such agents or agencies as the Director General may 
from time to time appoint for the purpose; and wherever by this agreement any 
notice is to be given by the Director General, the same may be given in his name by 
any subordinate thereto duly authorized. 

(h) Wherever the property of any of the companies is referred to in this agreement 
it shall be understood as including all the property of that company described in 
paragraph (a) of section 2 hereof, whether owned by or leased to it, and, where the 
context permits, all additions or betterments thereto or extensions thereof made 
during Federal control; and as to all such leased property the companies shall have 
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the benefit of and be subject to all the obligations and provisions of this agreement 
and shall be subject to all duties imposed by law in respect of such leased property. 
(J) The descriptive words at the heads of tne several sections of this agreement and 
the table of contents are inserted for convenience merely, and are not to be used in 
the construction of the agreement. 

SECTION 2. — PROPERTY TAKEN OVER. 

Sec. 2. The railroads and systems of transportation of the company and of its said 
affiliated companies of which the President has taken over possession, use, control, 
and operation shall be considered as including: 

I a) The following roads and properties together with all branches and tracks. 

trackage, bridge, and terminal rights, and lines of railroad owned by or leased to ana 
(ip ratrd by any of the companies as a part of their systems of transportation, and all 
()th»T property of the companies, with the appurtenances thereof ^ whether included 
in the foregoing list or not, the revenues of which were used, or which, if the property 
had been tnen owned by or leased to any of the companies and had then been revenue 
bearing, would have been used, in computing its standard retimi. 

Each of the companies reserves to itself the benefit of all leases (and of all rents 
and revenues accruing therefrom) of parts of its right of way, station grounds, and 
oth'T property, the revenues from which under the accounting rules of the commis- 
sifm in force during the test p?riod were properly creditable to "miscellaneous rent 
incxime" or "miscellaneous income." Each of the companies grants to the Director 
(ti^neral all its rights to terminate leases of any part of its rifi^ht of way, yards, or station 
prounds. and to occupy and use the premises of any such lessee when, in his judg- 
nunt, tne same is required for operating purposes. Each of the companies sh^ul 
have for its own benefit the right to lease for industrial sites or other purposes such 
portion of its right of way, yards, or station grounds, or structures thereon as are not 
rMjuired by the Director General for op?rating purposes, and to receive and enjoy 
th«^ rentals therefrom, subject to the rignt of the Director General to cancel any such 
1« ase and to occupy the premises or structures whenever, in his judgment, the same 
ar.^ necessary for operating purposes. All exp3nscs connected with any such property 
h'r..'tofore or hereafter leased or otherwise occupied, as in this paragraph provided, 
inrluding taxes thereon which during the test period were not charged to railway 
tax accruals, shall be paid by the companies while receiving the revenues therefrom. 

ih) AH materials and supplies on hand at midnight December 31, 1917. 

"D All balances in the account or accounts representing the total of "Net balance 
nctivable from agents and conductors" as of midnight December 31, 1917. 

SECTION 3. — ACCEPTANCE. 

Sec. 3. (a) The companies accept all the terms and conditions of the Federal-control 
art and any regulation or order made by or through the President under authority of 
eaid act or of that portion of the act approved August 29, 1916, referred to in paragraph 
'1 ' of the preamble of this agreement which autnorizes the President in time of war 
t') take possession, assume control, and utilize systems of transportation; and they 
furth*^r and expressly accept the covenants and obligations of the Director General 
in this a^eement set out and the rights arising thereunder in full adjustment, settJe- 
m^nt, satisfaction, and discharge of any and all claims and rights, at law or in equity, 
which they or any of them now have or hereafter can have, otherwise than under 
thi« agreement, i^:ainst the United States, the President, the Director General, or 
any ag^nt or agency thereof j for compensation under the Constitution and laws of 
the I'nited States for the taking possession of their property, and for the use, control, 
and operation thereof during }<'ederal control, and for any and all loss and damage 
to their business or traffic by reason of the diversion thereof or otherwise which has 
U-i-n or may be caused by said taking or by said possession, use, control, and opera- 
lion, 

Xo claim is made by the companies for compensation for the period between noon 
of December 28 and midnight of December 31, 1917; and the revenues of said period 
«hall belong to the companies, and the expenses thereof shall be paid by them, allo- 
^t' d in both cases as provided in paragraph (6) of section 4 hereof. 

.6) The companies, on their own initiative or upon the request of the Director 
(W^n«»ral, shall take all appropriate and necessary corporate action to carry out the 
ohligations assumed by them in this agreement or lawfully imposed upon them by 
or pursuant to the proclamation of December 26, 1917, or by the Federal -control act. 

■c) The Federal-control act being in s:»ction 16 thertK)f expressly declared to be 
emergency legislation enacted to meet conditions growing out of war, nothing in thia 
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agreement shall be coDBtrued as expressing or prejudicing the future policy of the 
Federal Government concerning the ownership, control, or regulation of the com- 
panies, or the method or basis of the capitalization thereof, and the recitals or pro- 
visions of this agreement shall not be used, as evidence or otherwise, by or again.^ 
any party hereto in any pending or future proceeding which involves the acquisi- 
tion or valuation of the property of any of the companies or any part thereof; hut 
nothing in this paragraph shall be taken or construed as a£fecting the settlement and 
discharge contained in paragraph (a) of this section, nor as limiting or quahf>ing 
any of the pro\dsions of said paragraph for the purposes thereof, nor as limiting the 
use of this agreement as evidence in any proceeding under this agreement or uuder 
the Federal-control act. 

SECTION 4.— OPERATION AND ACCOUNTING DURING FEDERAL CONTROL. 

Sec 4. (a) All amounts received by the director general under paragraph (c^ of 
section 2 hereof and all other amounts, whether received from the companies in ca^^h 
or collected or realized upon by him from current operating assets belonging to the 
companies or arising from railway operations prior to midnight of December 31, 1917, 
shall be credited by him to the companies; and the director general shall, to the ex- 
tent of the cash so received or realized, pay and charge to the companies all expenses 
ariEdng out of railway operations prior to January 1, 1918, including reparation claims, 
and, unless objected to by the company, may pay and charge to the companies any 
of such expenses, including reparation claims, in excess of the cash so received or 
realized. Balances of the above accounts shall be struck quarterly on the last days 
of March, June, September, and December of each year, and the cash balance found 
on such adjustments to be due either party shall be then payable and, if not paid, 
shall bear interest at the rate of 6 per cent per annum, unless the parties shall agree 
upon a different rate; except that the rate of interest on any portion of a balance 
found due to the companies which is derived from cash in bank to the credit of the 
companies on interest shall be adjusted in each case independently of this contract 
as the parties may agree. 

(b) Railway operating expenses, reparation and other claims, hire of equipment, 
and joint facility rents shall be allocated with reference to the time when incurred 
as between the period prior and subsequent to midnight of December 31, 1917. and 
as between the period of Federal control and the period subsequent thereto. Rail- 
way operating revenues shall be allocated as between the period prior and subsequent 
to midnight of December 31, 1917, in accordance with the established accrual prac- 
tices of u\e companies; except that where prior to midnight of December 31. 1917. 
the companies' part of a service on through business had been completed or carload 
lots on their own lines had reached destination, the revenue of the companies for 
such service shall be allocated to them; but as to classes of traffic where in the opinion 
of the director general such allocation will involve undue delay or undue absorption 
of accounting labor, such revenue shall be alloc^ated in accordance with the estal^ 
lished accrual practices of the companies. Like methods of accruing and allocating 
fluch revenues shall be made at the end of Federal control. 

(c) All expenditures made by the director general during Federal control for addi- 
tions and betterments, exclusive of equipment, or for extensions begun prior to Jan* 
uary 1, 1918, shall be charged to the companies, and if the completion of any such 
addition, betterment, or extension is approved or ordered by the director genera/, 
the company shall be entitled under the provisions of paragraph (d) of section 7 
hereof to interest on the cost thereof from the completion of the work; but no interest 
(except to the extent that the same majr be allowed and included in the compensa- 
tion provided for in para^ph (a) of section 7 hereof) shall be due the company upon 
any such expenditure for work done prior to January 1, 1918. Payments for all 
equipment ordered or under construction by anv of the companies prior to January 
1, 1918, but delivered on or after that date, shall also be considered as expenditures 
made by order or approval of the director general under paragraph (</) of section 7 
hereof. Interest during construction payable under this paragraph, and also inter- 
est during construction on the cost of any additions, betterments, and road extensions 
made by the companies or at their expense to the companies' property during Federal 
control, shall be included in the cost of the work. 

(rf) Cash receipts or disbursements and other items arising out of transactions which 
do not enter into or form a part of those used in determining the companies' standard 
return shall not be received or paid by the director general unless such transactions 
are negotiated or conducted by his order for account of the companies and with the 
consent of Uie company. When moneys are so received or paid by the director gen- 
eral in connection with such corporate transactioDB, they shall be credited or charged 
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to the companieB, There shall be an accounting of the amounts due by or to any of 
the parties under this paragraph at the end of each quarter year of Federal control, 
and the amount so found due shall be then payable and if not paid shall bear interest 
a^ provided in paragraph (a) of this section. 

u) All sums paia by the director general to maintain pension funds or pension 
obligations or practices, and all contributions to Young Men's Christian Associations 
of employees, employees' savings funds, relief funds or associations, reading rooms, 
or health, accident, or death benefits for employees, shall be treated as a part of rail- 
way operating expenses during; Federal control. 

(Vi All salaries and expenditures incurred by the companies during Federal con- 
trol for purposes which relate to the existence and maintenance of the corporations, 
nr to the properties of the companies not taken over by the President, or to negotia- 
tions, contracts, valuations, or any business controversv with the Government or any 
lirainh thereof, and which are not specially authorized by the director general, shall 
W l)orne by the companies; except that the expenses of valuation now being made 
o;. the commission to the extent tnat they are, in the opinion of the director general, 
iHM Mssary to comply with the valuation orders and other requirements of the commis- 
rion and to the cooperation of the companies in the making of such valuation, shall 
i»e paid by the director general as a part of railway operating expenses. If the com- 
}'.iny is dissatisfied with the ruling of the director general, it may appeal to the com- 
iiiissiun, whose decision shall be fmal. 

uj) The director general shall furnish for additions, betterments, and road exten- 
j-i us to the companies' property approved or ordered by him any of the materials 
ii.d supplies taken over under paragraph (b) of section 2 hereof, or purchased by him 
^:i I held for use in connection with the companies' property, in so far as, in his judg- 
riwMit, he can do so with due regard to his own requirements. Materials and sup| lies 
i*' f limited shall be charged to the companies at cost. 

\h I The director general shall at his option be substituted for the period of Federal 
• I'utrol in the place of the companies in respect of the benefits and obligations of 
oiritracts relating to operation in force January 1, 1918 (including contracts made by 
.^ ii>.sidiarie8 for the use and benefit of the companies and the right to abrogate or 
< haii^e and make new contracts with express companies for the period of Federal 
'^ ntn.ll). except as to contracts between the companies and subsidiary con" panics 
vtliich snail be considered and treated as arrangements or practices: and the dire( tor 
general shall in like manner at his option be substituted for such period in respect 
of the benefits and obligations of arrangements and practices in force during the 
t*'st period in regard to fuel, materials, and supplies for the operation of the property 
•iodcribed in paragraph (a) of section 2 hereof and of any additions, betterments, and 
road extensions thereto, obtained from any mine, oil field, or other source of supply 
owned or controlled by the companies, it being underetood that under such arrange- 
nientfl or practices, if availed of by the director general, he shall, to the extent neccs- 
Niry to offset any increase in the standard return growing out of the furnishing by 
Liie companies or their subsidiaries, during the test period, of fuel, materials, and sup- 
plies under an arrangement or practice at less than the then cost or the then market 
value thereof for railroad purposes, be charged for such fuel, materials, and supplies 
a price expressed in dollars or cents per unit below or above the then cost or the then 
market value thereof for railroad purposes (as the practice of the companies may have 
i>eeQ) in the same amount that the prices charged the companies during the test 
period were below or above the then cost or the then market value thereof for rail- 
road purposes; and at the request of the director general or the companies the prices 
for fuel or materials supplied between December 31, 1917, and the execution of this 
<.oQtract shall be adjusted on the foregoing basis: Provided^ however^ That a source of 
supply which the companies had acquired to safeguard their own operations shall 
not be depleted or reduced for use on other transportation systen s, except in cases 
vf emergency to be determined by the director general, in wKich event the quantity 
^> used on other transportation systems shall be accounted for to the companies at 
the fair value thereqf: Avd provided farther ^ That materials and supplies secured 
under contracts which the companies nad made for their own operations shall, so far 
a*» practicable, be used on the companies' property, and that, if used on any other 
traD;3portation system, materials ana supplies of like character shall be furnished by 
the director general for use in making such additions, betterments, and road exten- 
.xions as shall be chargeable to the companies, and shall be charged at cost under such 
coDtracts. 

ii) The director general shall pay. or save the companies harmless from, all ex- 
penses incident to or growing out of tne possession, operation, and use cff the property 
taken over during Federal control, except the expenses which under this agreement 
ue to be borne by the companies. He shall also pay or save the companies narmless 
from all rents called in the monthly reports to tne commission equipment rents or 
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joint-facility rents, and all judgments or decrees that may be recovered or issued against, 
and all fines and penalties that maybe imposed upon, the companies by reason of any 
cause of action arising out of Federal control, or of anything done or omitted in the 
possession, operation, use, or control of the companies' property during Federal con- 
trol, except judgments or decrees founded on obligations of the companies to the 
director general or the United States. 

(J) Except as otherwise provided in this agreement the director general shall save 
the companies harmless from any and all liability, loss, or expense resulting from or 
incident to any claim made ag^ainst the companies Rowing out of anything done or 
omitted during Federal control in connection with, or incident to, operation or existing? 
contracts relating to operation; and shall do and perform, so far as is requisite under 
Federal control for the protection of the companies, all and singular the things, of 
which he may have notice, necessary and appropriate to prevent, because of Federal 
control or of anvthing done or omitted thereunder, the forfeiture or loss by the com- 
panies of any of their property rights, ordinance rights, or franchises, or of their trackaj?e 
lease, terminal, or other contracts involving a facility of operation; but nothing herein 
contained shall be construed to require the director general to make any capital 
expenditure necessary to preserve a franchise or ordinance right not heretofore availed 
of by the companies. The director general shall also save the companies hamiles? 
from any and all claims for breach of covenant heretofore entered into by the com- 
panie3 or by any predecessor in title or interest in any mortgage or other instrument 
in respect to insurance against losses by fire. 

Nothing in this or in the preceding paragraph shall be construed to be an assumption 
by the director general of, or to make him liable on, any obligation of the companies tn 
pay a debt secured by a mortgage or any rent under a lease, except rents which during 
the test period were called in the monthly reports to the Commission equipment rent.* 
and joint-farilitv rents and rents which under the accounting rules of the Commission 
in force during the test period were classified as operating expenses. 

The compauies shall, during Federal control, pay the rents of any property, held 
by them under leiae or contract, described in paragraph (o) of section 2 hereof, except 
the rents which during the te3t period were, under the rules of the Commission, 
classified as equipment rents or joint-facility rents, and rents which were classified as 
operating expenses; which excepted rents shall be paid by the director general. 
If the lease o . or Mght to use, any property described m paragraph (a) of said section 
2 expires during Federal control, the companies shall, if possible, and if requested 
by the director general, renew the same; the rental, however, of propertv in the 
excepted classes above mentioned shall be paid by the director general. The com- 
panies shall pay the same amount of rent as was payable at the beginning of Federal 
control for other prop)erty, the lease of or right to use which is renewed at the reoueet 
of the director general, but any increases in the rental of such other property shall be 
paid bv the director general. 

(k) In carrying out the provisions of paragraphs (a), (6), (c|, and (d) of this section 
and the provisions of section 6 hereof the director general shall not settle any claim by 
or against the companies against the objection in writing of the president or of any 
other duly authorised oflScer of the companv. The conduct of all litigation before 
any court or commission arising out of such disputed claims, or out of operation prior 
to Federal control, shall be in charge of the director general's legal lorce and the 
expense thereof shall be paid by the director general; but the companies may. at 
their own expanse employ special counsel in connection with any such litigation. 

(Z) Nothing in this agreement shall be construed as inconsistent with the provision 
in section 10 of the Federal control act that no process, inesne or final, shall be levied 
against any prop'^rty under Federal control, nor as a waiver by the United State? o' 
any claim that mi^ht otherwise be made by it that the rights of any State or subdivii'inD 
thereof or of any individual or corporation have been abrogated or suspended by the 
taking over of the companies' property or by Federal control. 

(m) The companies shall have the right at all reasonable times to inspect the book? 
and accounts kent by the director general relating to their property, or to the opera- 
tion thereof, and the director general shall during Federal control furnish the com- 
panies with copies of the operating reports relating to their property, and as soon a? 
practicable after the end of each GacaJ year shall furnish to the companies a complete 
list of their equipment as of the end of such fiscal year. 

SECTION 6. — ^UPKEKP. 

Sec. 5. (a) During the neriod of Federal control the director general shall , annu- 
ally, as nearly as practicable, expend and charge to railway operating expenses, either 
in payments for labor and material or by payments into funds, such sums for the main* 
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tenance, repair, renewal, retirement, and depreciation of the property described in 
para£japh (a) of section 2 hereof as may be requisite in order that such property may 
lie returned to the companies at the end of Federal control in substantially as good 
repair and in substantially as complete equipment as it was on January 1, 1918: Fro- 

1 ided. however. That the annual expenditure and charges for such purposes during the 
period of Federal control on such property and the fair distribution thereof over the 
•^ame, or the payment into funds, of an amount equal in the aggregate (subject to the 
adjustments provided in paragraph (c) and to the provisions of paragraph (c) of this 
-^•<tii)n) to the average annual expenditure and charges for sucn purposes included 
un<ier the accounting rules of the commission in railway operatin? expenses during 
the test period, less the cost of fire insurance included therein, shall be taken as a full 
citmpliance with the foregoing covenant. 

\b) The director general may expend such sums, if any, in addition to those 
expended and charged under paragraph (a) of this section (subject to the adjustments 
pnjvided in paragraph (c) of this section) as may be requisite for the safe operation of 
the property described in paragraph (a) of section 2*hereof, assuming a use similar to 
thi^ use during the test period and not substantially enhancing the ccst cf maintenance 
fver the normal standard cf maintenance of railroads of like character and business 
»luring said period; and the amount, if any, of such excess expenditures during 
Federal control shall be made good by the companies as provideu in paragraph (6) 
'jf section 7 hereof. 

i r\ In comparing the amounts expended and charged under the provisions of para- 
'.rraphs (a) and (6) of this section with the amounts expended and ("barged during the 
t»^t period, due allowance shall be made for any difference that may exist between 
The ooet of labor and materials and between the amount of property taken over and the 
a\erao:e for the test period, and, as to paragraph (a), for any difference in use between 
that of the te3t period and during Federal control which in the opinion of the com- 
mission is substantial enough to be considered, so that the result shall be, as nearly as 
practicable, the same relative amount, character, and durability of physical reparation. 

I rf) At the request of the director general or the company there shall be an accounting 
of the amounts due by or to any of the parties under paragraphs (a) and (/>) of this sec- 
ti-n at the end of each year of Federal control and at the end of Federal c( ntrol. 

't) If during Federal control any of the property described in paragraph (a) of 
s'X'tion 2 hereof or any replacement thereot or addition thereto or betterment or 
extension thereof is destroyed or damaged otherwise than by fire or public enennes, 
and ia not restored or replaced by the director general, he shall reimburse the com- 
panies the value of the property destroyed or the amount of the damage at the time of 
the loss, and the cost of restoration or replacement, or said value or damage, as the case 
^may be, shall be charged to annual railway operating expenses; it being understood 
liat extraordinary losses caused by floods, explosions, train wrecks or accident are 
^n hided in the matters covered by this paragraph, while ordinary hisses due to such 
raurt<^ are included in the matters covered by paragraph (a) of this socti^-n: Provided, 
h-nifitr. That if the commission on application of the director general or the company 
and after giving due consideration to the practice of the companies during the test 
period in respect to such matters and to anv other pertinent facts and circumstances, 
determines that it is just and reasonable that the said cost or value shall be appor- 
tioned or extended over a period of more than one year, this shall be done, and so 
much of said cost or value as may be approtioned by the commissu-n over the period 
fuhsequent to Federal control shall be charged to the companies in the final account- 
ing at the end of Federal control and shall be paid by them. 

If, during Federal control, any of the property described in paragraph (a) of section 

2 hereof or any replacement thereof or addition thereto or betterment or extension 
thereof is destrovea or damaged by fire, and is not restored or replaced by the director 
ir^^neral, he shall reimburse the companies the value of the property destroyed or the 
amount of the damage at the time of the lire; and the cost of restoration or replacement 
or said value or damage, as the case may be, shall be charged to annual railway oper- 
ating expenses, but the same shall not be considered a charge to such expenses for the 
purposes specified in paragraph (a) of this section. 

In case of any such loss or damage by fire, the director general shall. If given written 
n itice of the requirements of any mortgages, equipment lease, or trust on the property 
sfi destroyed or damaged, make such restoration or replacement, or pay such value or 
damage, in such way as to meet the reaiurements of such mortgage, equipment lease, 
or trust in the same manner as would nave been proper in applying the proceeds of 
iasurance on such property if it had been insurea by the companies against loss or 
damage by fire in accordance with the terms of such instruments of lien; and a com- 
pliance with the written request of the company in respect thereof shall be a full 
acquittance of any obligation of the director general in the premises. 
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The foregoing parts of this paragraph are subject to the proviso that in case of loss or 
damage any additions and betterments made in connection with or as a part of the 
restoration or replacement of property damaged or destroyed and chargeable under 
the accounting rules of the conmiission in force December 31, 1917, to investment in 
road and equipment, shall be charged to and paid by tihie companies. 

The director general shall not be liable to the companies for any loss or damage due 
to the acts of public enemies. 

(/) If any additions, betterments, or road extensions are made to the property taken 
over or any equipment is added at the expense of the companies and with the approval 
or bjr order of the director general during Federal control, he shall expend andcharpe 
to railway operating expenses such sums either in payments for labor and materials or 
by pa>Tnent8 into funds, as may be requisite for the proper maintenance, repair. 
renewal, retirement, and depreciation of such property until the end of Federal 
control. 

(g) The companies shall have the right to inspect their property at all reasonable 
times during Federal control, and the director general shall provide reasonable facil- 
ities for such inspection. 

(h) If any question shall arise, either during or at the end of Federal control, as to 
whether the covenants or provisions in this section contained are being or have been 
observed, the matter in dispute shall, on the application of the director general or the 
company, be referred to the commission, which, after hearing, shall make such find- 
ings and order as justice and right may require, which shall be final as to the questions 
submitted and shall be binding on and observed by the parties hereto, except that 
the director general or the company may take any question of law to the courts, if he 
or it so desires. 

SECTION 6. — TAXES. 

• 

Sec. 6. (a) All taxes assessed under Federal or any other governmental authority 
for the period prior to January 1, 1918, including a proportionate part of any such tax 
assessed after December 31, 1917, for a period which includes any part of 1917 or pre- 
ceding years and unpaid on that date, all taxes commonly called war taxes which 
have been or may be assessed against the companies under the act of Congreiw entitled 
"An act to provide revenue to defray war expenses, and for other purposes,*' approved 
October 3, 1917, or under any act in addition thereto or in amendment thereof, and 
all taxes which have been or may be assessed on property under construction, and all 
assessments which have been or may be made for public improvements, chargeable 
under the accounting rules of the commission in force December 31, 1917, to invest- 
ment in road and equipment, shall be paid by the companies; but upon the amount 
thus chargeable to investment interest shall be paid to the company during Federal 
control at the rate provided in paragraph (d) of section 7 hereof. Taxes assessed 
during construction on additions, betterments, and road extensions made bv the 
companies with the approval or by order of the director general during Federal con- 
trol shall be considered a part of tJie cost of such additions, betterments, and exten- 
sions, and shall, under the provisions of paragraph (d) of section 7 hereof, bear interest 
as a part of such cost from the date of the completion of such additions, betterments, 
or extensions. Assessments for public improvements which do not become a part of 
the property taken over shall bear interest from the date of the payment of such assess- 
ment. 

(fe) If any tax or assessment which under this agreement is to be paid by the com- 
panies is not paid by them when due, the same may be paid by the director general 
and deducted from the next installment of compensation due under section 7 hereof 
If any taxes properly chargeable to the director general have been or shall be paid 
by the companies, they shall be duly reimbursed therefor. 

(c) The director general shall either pay out of revenues derived from railway 
operation during the period of Federal control or shall save the companies harmle* 
from all taxes lawfully assessed under Federal or any other governmental authority 
for any part of said period on the property under such control, or on the right to operate 
as a carrier, or on the revenues derived from operation, and all other taxes which 
under the accounting rules of the commission in force December 31, 1917, are properiv 
chargeable to "railway tax accruals," except the taxes and assessments for which 
provi«»ion is made in paragraph (a) of this section. The director general shall pay ^l 
save the companies harmless from the expense of all suits respecting the classes oi 
taxes payable by him under this agreement. 

(d) If any such tax is for a period which began before January 1, 1918, or continue? 
beyond the period of Federal control, such portion of such tax as may be apportionable 
to the period of Federal control shall be paid by ttie director general, and the remainder 
shall be paid by the companies. 




APPROPRIATION FOB CONTROL OF TRANSPORTATION SYSTEMS. 55 

(e) Whenever a period for which a tax is assessed can not be definitely determined, 
«o much of such tax as ia payable in any calendar year shall be treated as assessed for 
?uch year. 

SECTION 7. — COMPENSATION. 

Sec. 7. (a) The annual compensation guaranteed to the companies under section 1 

of the Federal control act shall be the sum of dollars and cents (I ) 

during each year and pro rata for each fractional part of a year of Federal control, 
subject, however, to any increase or decrease in the standard return hereafter made 
by the commission as provided in paragraph (e) of the preamble of this agreement. 

(Compensation paid by the director general under this agreement, including that 
I)rovided for in paragraph (d) of this section, or arising from any other source, shall be 
piid to the company; and the company, after retaining such part thereof as it may be 
entitled to retain, snail distribute the remainder to the parties entitled thereto. 

(h) The said compensation shall be paid to the company quarterly in equal install- 
DKMits on the last days of March, June, September, and December of each year for 
the quarter ending therewith, except that the first four installments shall be due as 
(»f March 31. 1918, June 30, 1918, September 30, 1918, and December 31, 1918 respect- 
ively, but shall be paid upon the execution of this agreement; but from each install- 
ment there may be deducted any amount then due by the companies under paragraphs 
'71 and (d) of section 4 hereof, under paragraph (6) of section 5 hereof, and under 
p irae:rapn (6) of section 6 hereof, and all amounts required to reimburse the United 
Si itpa for the cost of additions and betterments made to the property of the companies 
not justly chargeable to the United States unless such matters are financed or other- 
wise taken care of by the companies to tne satisfaction of the director general, and 
the director general may apportion any such amounts to two or more subsequent 
installments: Provided, however^ That said power to deduct amounts due or accruing 
under paragraph (6) of section 5 hereof and the cost of additions and betterments not 
iu.nly chargeable to the United States shall not be so exercised as to prevent the 
f umpanies from paying out the sums reisonably required to support their corporate 
organizations, to Keep up sinking funds for the companies' debts required by contracts 
in force December 31, 1917, to pay their taxes, to pay rents and other amounts (not 
changeable to capital account) properly payable by the companies for leased or operated 
Tixnh and properties, to pay interest wnich has heretofore oeen regularly paid by the 
companies, and interest on loans issued during Federal control and approved by the 
director general, nor shall such deduction be made in respect of additions and better- 
ments which are for war purposes and not for the normal development of the com- 
fnmies, nor in respect of road extensions, nor in respect of amounts due under para- 
zriphs (a) and (a) of section 4 hereof, in cases where the current aaseets, including 
materials and supplies, of the companies taken over by the director general under 
the provisions of this agreement clearly exceed the current liabilities of the companies 
piid or assumed by the director general under siid section. In the event of a differ- 
♦'nce as to the fact whether additions and betterments are for war purposes and not 
for the normal development of the companies, or as to whether an addition is a road 
extension, the question may, on application of the director general or the company, 
he referred to and determined by tne commission. 

The power provided in this paragraph to deduct the amount due by the companies 
for the cost of additions and betterments not justly chargeable to the United States 
i" further declared to be an emergency power, to be used by the director general only 
when he finds that no otlier reasonable means is provided by the companies to reim- 
hurjte the United States, and, as contemplated by the President's proclamation and 
hy the Federal control act, it will be the policy of the director general to so use such 
fHjwer of deduction as not to interrupt unnecessarily the regular payment of dividends 
a-^ made by the companies during the test period. 

Overdue installments of compensation, or balances thereof, provided for in this 
«^'lion shall bear interest from maturity at the rate of 5 per cent per annum, except 
that if the director general shall, prior to the execution of this, contract, have loaned 
t le rompanies any money, then to the extent of the amount thus loaned the install- 
ments of compensation overdue at the date of the execution hereof shall bear interest 
from maturity at the same rate as that charged to the companies on such loans. 

c* During Federal control the companies shall not, without the prior approval of 
^he director general, issue any bonds, notes, equipment tnist certificates, stock, or 
other securities, or enter into any contracts (except contracts in respect of corporate 
aff up» and property not taken under Federal control), or agree to pay interest on their 
debts at a higher rate, or for rent of leased roads and properties a larger amount, than 
the rates and amounts payable as of, or required by contracts in force on December 
•'I. 1917. The companies may, however, procure the authentication and delivery to 
them imder any mortgage or trust deed or agreement in force December 31, 1917, of 
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bonds or notes issuable thereunder in respect of additions, betterments, extensions, 
and equipment, or for refunding purposes. 

(d) Upon the cost of swiditions and oetterments, less retirements in connection there- 
with, and upon the cost of road extensions, made to the property of the companies 
during Federal control, the director general shall,' from the completion of the work. 
pay the company a reasonable rate of interest, to be fixed by him on each occasion. 
In fixing such rate or rates he may take into account not merely the value of money 
but all pertinent facts and circumstances, whether the money used was derived from 
loans or otherwise, provided that to the extent that the money is advanced by the 
director general or is obtained by the companies from loans or from the proceeds uf 
securities the rate or rates shall be the same as that charged by the director general 
for loans to the companies or to other companies of similar credit. 

(e) From the compensation so received or from other income, if adequate for the 
purpose, the companies shall make all payments of interest, rents (other than the 
equipment rents, joint facility rents, ana rents classified as operating expenses men- 
tioned in paragraph {j) of section 4 hereof), and other sums necessary to prevent a 
default under any mortgage or lease of any of the property described in paragraph (a) 
of section 2 hereof, and if at any time during Federal control the companies, by \'irtue 
of any change in the right of possession (subject to the rights of the IJnited States) to 
any of said property or otherwise, shall no longer be entitled as between themselves 
and any other person or corporation, not a party to this agreement, to receive the 
entire compensation herein provided, such compensation shall be apportioned and 
paid as between those entitled thereto, as justice and right may require. 

SECTION 8. — CLAIMS FOR LOSSES ON ADDITIONS, ETC. 

Sec. 8. (a) Prompt notice in writing, except as provided in paragraph (d) of this 
section, shall be given the companies of the making or ordering of any addition.-i. 
betterments, or rosui extensions, including terminals, motive power, cars, or other 
equipment to or for the property of the companies costing more than $1,000, with an 
estimate of the cost thereof. Such notice shall be given before the beginning of the 
work or the acquisition of the property whenever in the judgment of the director 
general it is practicable to do so. Within a reasonable time after the completion of 
the work or the acquisition of the property, a written statement of the final cost thereof 
shall be given the companies. There shall be furnished the companies, as soon as 
practicable after the end of each month, a written statement of all expenditures esti- 
mated to cost $1 ,000 or less 'chargeable to investment in road and equipment ma<le 
during the month, with a brief description of the work done or of the property acquired, 
and such statement shall constitute all the notice of additions and iMstterments costing 
$1 ,000 or less required by (b) and (c) of this section. The notices provided in this para- 
graph may be given to the president of the company unless the comuany designate^ 
some other officer to receive the same, in which event the notice shall be given to such 
other officer. 

(6) Any claim of the companies for loss accruing to them by reason of expenditures 
for additions and betterments made to their property during Federal control in con- 
nection with or as a part of the work of maintaining, repairing, and renewing the 
companies' property and chargeable under the accounting rules of the commission in 
force Decemoer 31, 1917. to inve.«Jtment in road and equipment, except such expendi- 
tures as are incured in connection with the replacement of buildings and structure.'* 
in new locations, may be determined by agreement between the director general and 
the companies, or, failing such agreement as to the fact or amount of such loss, the 
questions at issue may, upon the application of the director general or the companies 
at any time after the filing of the statement of claim hereinafter referred to, be ascer- 
tained in the manner provided in section 3 of the P^deral control act: Provided, hon-- 
ever. That no loss shall be claimed by the companies and no money shall be due them 
in respect of such additions and betterments upon the ground that the actual cost 
thereof at the time of construction was greater than under other market and com- 
mercial conditions, and for the purpose of determining such controversy the amount 
paid for any addition or betterments shall be deemed the fair and reasonable cost 
thereof and shall be taken as the basis for such determination; nor unless the com- 

Sanies, within sixty days of notice to them tliat the work will he done, shall give the 
irector general notice of olijection thereto and shall file with the director general a 
statement of claim within 90 days after notice of the completion of the work. 

(c) Any claim of the companies for loss accruing to them by reason of any addition? 
and betterments which are not made in connection with or as a part of the work of 
maintaining, repairing, and renewing the companies' property, or accruing to them 
in connection with maintenance in the replacement of buildings and structures in 
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new locations, or by reason of road extensions, terminals, motive power, cars, or other 
equipment made to or provided for the property of the companies during Federal 
control, may be determined by agreement between the director general and the com- 
panies, or failing such agreement as to the fact or amount of sucli loss, may, by pro- 
cpedinjjs instituted not later than six months after the end of Federal control be 
ascertained in the manner provided in section 3 of the Federal control act: Provided, 
however. That no loss shall be claimed by the companies and no money shall be due 
t) them in respect of such additions, betterments, road extensions, terminals, motive 
p>wer, cars, or other equipment mentioned in this paragraph upon the ground that 
the actual cost thereof at the time of construction or acquisition was greater than 
under other market and commercial conditions; and for the purpose of determining 
surh controversy the amount paid for any additions, betterments, road extensions, 
terminals, motive power, cars, or other equipment shall be deemed the fair and reason- 
able cost thereof and shall be taken as the basis for such determinatiim; nor unless 
within 60 days after notice to the company of such construction or acquisition written 
notice is given to the director general by the company that a loss will be claimed in 
respect thereof. With and as a part of such notice the company shall state the objec- 
tions to such cf)n8tructi(>n or acquisition as far as reasonably practicable at the time. 
N<»thing in this agreement shall be construed as barring the United States from con- 
tending that no loss within the meaning of the Federal control act accrued to the com- 
panies by reas:>n of any additions, betterments, or road extensions made during Fed- 
eral amtrol by order or approved of the director general, if it is made to appear that 
the companies themselves but the Federal control should in the exercise of sound 
judgment have made such addition, betterment, or road extension. 

{d} Where additions, betterments, or road extensions or terminals, motive power, 
ca*^, or other eouipment have been made to or pro\'ided for the property of the com- 
panies during Federal contml but prior to the execution of this agreement, the 
direr tor general shall not be required to give the notice thereof pro\'ided for in para- 
'jmph (a) of this section and notice by the company of any claim of loss in respect 
thereto may be given the director general within 90 days after the execution hereof; 
and such claims shall thereafter be proceeded with in the manner proWded in para- 
^aph (b) or paragraph (c) of this section, as the case may be. 

t«) The director general shall reimburse the companies for the amount of loss 
a.««(ertained under this section with a proper adjustment of interest thereon. 

if) The director general shall not acquire any motive power, cars, or other equip- 
ment at the expense or on the credit oi the companies in excess of what in his judg- 
ment is necessary, in addition to their then existing equipment, to provide for the 
Traffic* requirements of their own systems of transportation; but this provision shall 
n')t prevent the direct<ir general, after the acquisition of such equipment, from using 
the same or any part thereof on the line of any other transportation system operated 
by Iiim. 

SECTION 9. — FINAL ACCOUNTING. 

Sec. 9. (a) At the end of Federal control all the property described in paragraph 
'a of section 2 hereof shall be returned to the companies, together with all repairs, 
renewals, additions, betterments, replacements, and road extensic ns thereto which 
have been made during Federal control, except as any part thereof may have been 
de$»rroyed or retired and not replaced, in wliich case the provisions of section 5 hereof 
?hdll govern and except that the director general shall not be obliged to restore or 
replace property destroyed or damaged by the acts of public enemies. 

• 6) At the end of Federal control the director general shall return to the companies 
all uncollected accounts received by him from them and also materials and supplies 
e')ual in quantity, equality, and relative usefulness to that of the materials ana sup- 
plies which he received, and to the extent that the director general dees not return 
8'U'h materials and supplies he shall account for the same at prices prevailing at the 
end of Federal control. To the extent that the companies receive materials and sup- 
nliea in excess of those delivered by them to the director general they shall account 
I T the same at the prices prevailing at the end of Federal control and the balance 
shall be adjusted in cash. 

<n The total amount of the account "Net balance receivable from agents and con- 
ductors** at the end of Federal control may be turned over by the director general 
to the company. He may also turn over all assets which have accnied out of opera- 
tif)n; and the company shall, to the extent of the cash received or realized from such 
^ts, pa>r and charge to the director general all expenses arising out of railway oper- 
ations auring Federal control, including reparation and other claims, and may, unless 
.'^hjection is made by the director (general, pay and charge to him any such expenses 
i ncluding reparation and other clamis, in excess of the cash so received or realized. 
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On the first day of the third month following the termination of Federal control an 
accounting between the parties shall be had, and so on the first of eadi third month 
thereafter. Any balance found due either party shall be payable as of the date on 
which the account is stated and shall bear interest until paid. 

(d) At the end of Federal control there shall be paid to the companies any balance 
then remaining unpaid of the cash received from them at the beginning of or during 
Federal control, together with any unpaid interest which may have accrued upon 
the same. There shall also be paid to the companies any funds created under the 
provisions of this agreement except to the extent that such funds may have been 
properlv used under this agreement. 

(e) Wherever under any provision of this section there is to be an adjustment of 
interest it shall be at the rate of 5 per cent per annum^ unless the parties shall in any 
case agree on a different rate. 

(/) After Federal control no claim by or a^inst the director general shall be settled 
by the companies against the written objection of the director general or the Attorney 
General of the United States. The conduct of all litigation before any court or com- 
mission arising out of such disputed claims or out of operations during federal control 
shall be in charge of the companies' legal force, and the expense thereof shall be 
paid by the conrpanies; but the director general or the Attorney General may, at the 
expense of the united States, employ special counsel in connection with any such 
litigation. 

EXECUTION. 

In witness whereof, These presents have, on the day and year first above written, 
been duly signed, sealed, and delivered by Walker D. Hines, Director General of 

Railroads, and duly signed, setded, and delivered b^ the company and its 

affiliated companies, by ^eir respective presidents, and their representive 

corporate seals affixed hereto, attested b^ their respective secretaries, such execution 
and delivery on the part of said companies having oeen duly ordered and directed bv 

vote of their respective boards of directors on the day of , 1919, which 

action on the part of the » company had been authorized by a vote of its stock- 
holders, at a special meeting, dul^ held on the day of , 1919, at the 

company's principal office in the city of and State of , and which action 

of the respective boards of directors of said affiliated companies has been duly 

authorized by vote of their respective stockholders, at meetings duly called and held 
subsequently to said last-mentioned date, certificates of all of which meetings, duly 
attested by their respective secretaries of said companies, have been lodged with the 
director general. 

• ••- •--» 

Director General of Railroads. 

Co., 

By 

President. 

Attest: 

Secretary. 

Attest: Co., 

By , 

Secretary. President. 



[Form A, January 25, 1019.— For eompaiiies without subsidaries.] 

Agreement Between the Director General of Railroads and the Co., 

, 1919. 

PREAMBLE AND RECFTALS. 

This agreemant, made this day of , 1919, between Walker D. Hinee, 

Director General of Railroads, hereinsrfter called the director general, acting on behalf 
of the United States and the President, under the powers conferred by the proclama- 
tions of the President hereinafter referred to, and the company, a corporation 

duly organized under the laws of the State (s) of , hereinafter called the company- 

Witneeseth that: (a) Whereas by a proclamation dated December 26, 1917, the 
President, acting under the powers conferred on him by the Constitution and laws 
of the United States, by the joint resolutions of the Senate and House of RepresenUr 
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tivee bearing date April 6 and December 7, 1917, respectively, and particularly under 
the powers conferred by section 1 of the act of Congress approved August 29, 1916, 
entitled '^An act making appropriations for the aupport of the Army for the fiscal 
year ending June 30, 1917, and for other purposes,'^ took possession and assumed 
control at 12 o'clock noon on December 28, 1917, of certain railroads and 8>'stems of 
transportation, including the railroad and transportation system of the company and 
the appurtenances thereof, and directed that the possession, control, operation, and 
iitihzation of the transportation systems thus taken should be exercised by and through 
William G. McAdoo, appointed Director General of Railroads; and 

ih) WTiereas the Congress of the United States, by an act approved March 21, 1918, 
hereinafter called the Federal control act, has authorized the President to enter into 
asreements with the companies owning the railroads and systems thus taken over for 
the maintenance and upkeep of the same during the period of Federal control, for 
the determination of the rights and obligations of the parties to the agreement arising 
from or out of Federal control, including the c!ompensation to be received or guar- 
anteed, and for other purposes, as in said act more fully set out, and authorized the 
President to exercise any of the powers by said act or theretofore granted him with 
relation to Federal control through such agencies as he might determine: and 

\r) Wliereas by a proclamation dated March 29, 1918, the President, acting under 
the Federal control act and all other powers him thereto enabling, authorized the 
(lir(H^tor general, either personally or tnrough such divisions, agencies, or persons as 
he may appoint, and in nis own name or in the name of such divisions, agencies, or 
IMTBons, or in the name of the President, to agree with the carriers, or any of them, 
or with any other person in interest, upon the amount of compensation to be paid 
pursuant to law, and to sign, seal, and deliver in his own name or in the name oi the 
rresident or in the name of the tlnited States such agreements as may be necessary 
and expedient with the several carriers or other persons in interest respecting com- 
pensation, or any other matter concerning which it may be necessary or expedient 
to deal, and to make any and all contracts, agreements, or obligations necessary or 
expedient and to issue any and all orders which may in any way be found necessary 
and expedient in connection with the Federal control of systems of transportation, 
railroads, and inland waterways as fully in all respects as the President is authorized 
to do, and generally to do and perionn all and singular the acts and things and to 
exercise all and singular the powers and duties which in and by the said act, or any 
other act in relation to the subject thereof, the President is authorized to do and 
perform: and 

(d) Whereas the said William G. McAdoo has resigned as Director General of Rail- 
roads and bv a proclamation dated January 10, 1919, the President appointed Walker 
B. Hines Director General of Railroads and authorized him, either personally or 
through such divisions, agencies, or persons as he may appoint, in his own name or 
in the name of such divisions, agencies, or persons, or in tine name of the President, 
to asree with the carriers or any of them or with any other person in interest, upon 
the amount of compensation to be paid pursuant to law, and to sign, seal, and deliver 
in his own name or in the name of the President or in the name of the United States 
uf America such agreements as may be necessary and expedient with the carriers cr 
other persons in interest respecting compensation, or any other matter concerning 
which it may be necessary or expedient to deal, and to make any and all contracts, 
aereements, or obligations necessary or expedient, and to issue any and all orders 
which may in any way be found necessary and expedient in connection with the 
Feiieral control of the systems of transportation taken over by the proclamation 
of December 26, 1917, as fully in all respects- as the President is authorized to do, and 
eenerally to do and perform all and singular the acts and things and to exercise all 
and singular the powers and duties in relation to such Federal control that the President 
L* Uy law empowered to do and perform: and 

' f ) Whereas the Interstate Commerce Commission has certified to the President tliat 
the amount of the average annual railway operating income of the company, com- 
puted in the manner provided in section 1 of the Federal control act, is dollArs 

and cents ($ — ), subject to such changes and con*ections as the commission 

may hereafter determine and certify to be requisite in order that the accounts and 
re{>orts of the company used by the commission as the basis of computing said average 
annual railway operating income may be brought into conformity with the accounting 
rules or r^^lations of the commission in force at the time of such accounting, or in 
order to correct computations based on such accounts or reports. 

Now, therefore, the parties hereto, each in consideration of the agreements of the 
other herein containea, do hereby covenant and agree to and with each other as 
follows: 
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SECTION 1. — ^PRIVITY, ALTERATIONS, DEFINITIONS, ETC. 

Sec. 1. (a) This agreement shall be binding upon the United States, the director 
general and his successors, and upon the company, its successors, and assigns. 

This agreement shall not be construed as creating any right, claim, privilege, or 
benefit against either party hereto in favor of any State or any subdivision thereof, 
or of any individual or corporation other than the parties hereto. 

^6) The provisions of this agreement may be altered, amended, or added to by and 
only by mutual consent signified by instruments in writing signed by the director 
general and by some oflficer of the company thereto duly authorized by the board of 
directors of the company. 

(c) Wherever in this agreement the word " commission " is used it shall be understood 
as meaning the Interstate Commerce Commission, acting by divisions or otherwise 
as authorized b>^ law; but either party shall have the right to have the decision of 
anv division reviewed by the commission sitting as a whole. 

(d) Wherever in this agreement the words " Federal control " are used to indicate 
a period of time, they shall be understood as meaning the period from 12 o'clock mid- 
night of December 31, 1917, to and including the day and hour on which said control 
shall cease. 

(e) Wherever in this agreement the words "test period" are used, they shall be 
understood as meaning the period between July 1, 1914, and Jime 30, 1917, both in- 
clusive. 

(/) Wherever in this agreement the words "standard return" are used, they shall 
be understood as meaning the average annual railway operating income of the com- 
pany, computed in the manner provided in section 1 of the Federal control act, and 
ascertained and certified by the commission. 

(g) Wherever in this agreement the words "director general" are used, they shall 
be understood as designating the person who has been or may from time to time be 
appointed by the President to exercise the powers conferred on him by law with 
relation to Federal control, or such agents or agencies as the director general may 
from time to time appoint for the purpose; and wherever by this agreement any notice 
is to be given by the director general, the same may be given in his name by any 
subordinate thereto duly authorized, 

(h) Wherever the property of the company is referred to in this agreement it shall 
be understood as incluaing all the property described in par^raph (a) of section 2 
hereof, whether owned by or leased to the company, and where the context permits, 
all additions or betterments thereto or extensions thereof made during Federal con- 
trol; and as to all such leased propert>^ the company shall have the benefit of and be 
subject to all the obligations and provisions of this agreement and shall be subject to 
all duties imposed by law in respect of such leased property. 

(i) The descriptive words at the heads of the several sections of this agreement 
and the table of contents are inserted for convenience merely, and are not to be used 
in the construction of the agreement. 

SECTION 2. — ^PROPERTY TAKEN OVER, 

• 

Sec 2. The company's railroad and system of transportation of which the Presi- 
dent has taken over possession, use, control, and operation shall be considered as 
including: 

(a) The following roads and properties: 

together with all branches and tracks, trackage, bridge, and terminal rights, and lines 
of railroad owned by or leased to and operated by the company as a part of its system 
of transportation, and all other property of the company with the appurtenances 
thereof, whether included in the foregoing list or not, the revenues of whicn were used, 
or which, if the property had been then owned by or leased to it and had then been 
revenue bearing, would have been used, in computing the company's standard return. 
The company reserves to itself the benefit of all leases (and of all rents and revenues 
accruing therefrom), of parts of its right of way, station groimds, and other property, 
the revenues from which under the accounting rules of the commission in force auring 
the test period were properly creditable to miscellaneous rent income " or " mis- 
cellaneous income." The company grants to the director general all its rights 
to terminate leases of any part of its right of way, yards, or station groimds, and to 
occupy and use the premises of any such lessee when, in his judgment, the same is 
reouired for operating puxpowes. The company shall have for its own benefit the 
rignt to lease tor industrial sites or other purposes such portion of its right of way, 
yards, or station groimds, or structures thereon as are not required by the director 
general for operating purposes, and to receive and enjoy the rentals therefrom, sub- 
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jeot to the right of the dirertot general to cancel any such lease and to occupy the 
premisee or stnictures whenever, in his judgment, the same are necessarj' for oper- 
ating purpoeofl. All expenses connected ^^ith any such property heretofore or here- 
after leased or otherwise occupied, as in this paragraph provided, including taxes 
thereon which during the teat period were not charged to railway tax accruals, shall 
be paid by the company while receiving the revenues therefrom. 

(b) Ml materials and supplies on hand at midnight December 31, 1917. 

{r) All bidances in the account or accounts representing the total of ''Net balance 
receiv-able from agents and conductors" as of midnight December 31, 1917. 

SECTION 3. — ACCEPTANCE. 

Sec 3. (a) The company accepts all the terms and conditions of the Federal con- 
trol act and any regulation or order made by or through the President under authority 
of said act or of that portion of the act approved August 29, 1916, referred to in para- 
graph (a) of the preamble to this agreement which authorizes the President in time 
of war to take possession, assume control, and utilize systems of transportation; and 
the company nirther and expressly accepts the covenants and obligations of the 
dire<*tor general in this agreement set out and the rights arising thereunder in full 
adjustment, settlement, satisfaction, and discharge of any and all claims and rights, 
at law or in equity, which it now has or hereafter can have, otherwise than under 
this agreement, against the United States, the President, the director general, or any 
asrent or agencv thereof, for compensation under the Constitution and laws of the 
I'nited States for the taking possession of its property, and for the use, control, and 
opt^ration thereof during Federal control, and for any and all loss and damage lo its 
business or traffic by reason of the diversion thereof or otherwise which has been or 
may be caused by said taking or by said possession, use, control, and operation. 

!\o claim is mahe by the company for compensation for the period between noon of 
December 28 and miiinight of December 31, 1917; and the revenues of said period 
shall belong to the company, and the expenses thereof shall be paid by the company, 
allocated in both cases as provided in paragraph (6) of section 4 hereof. 

(6) The company, on its own initiative or upon the request of the director G:eneral, 
shall take all approi:>riate and necessary corporate action to carry out the obligations 
asBumed by it in this agreement or lawfully imposed upon it by or pursuant to the 
proclamation of December 26, 1917, or by tlie Federal control act. 

{c) The Federal control act being in section 16 thereof expressly declared to be 
emergency legislation enacted to meet conditions growing out of war, nothing in this 
agreement shall be construed as expressing or prejudicing the future policy of the 
Federal Government concerning the ownership, control, or regulation of tne company, 
or the method or basis of the capitalization tnereof, and the recitals or provisions oi 
this agreement rfiall not be used, as evidence or otherwise, by or against either party 
hertto in any pending or future proceeding which involves the acquisition or valua- 
tion of the company's property or any part thereof; but nothing in this paragraph shall 
he taken or construed as affecting the settlement and discharge contained m para- 
graph (a) of this section, nor as limiting or qualifying any of the provisions of said 
paragraph for the purposes thereof, nor as limiting the use of this agreement as evidence 
m any proceeding under this agreement or under the Federal control act. 

SECTION 4. — OPERATION AND ACCOUNTING DURING FEDERAL CONTROL. 

Sec. 4. (a) All amounts received by the director general under paragraph M of 
section 2 hereof and all other amounts whether received from the company in cash or 
collected or realized upon by him from current operating assets belonging to the com- 
pany or arising from railway operations prior to midnight of December 31, 1917, shall 
be credited by him to the company; and the director general shall, to the extent of 
the cash so received or realized, pay and charge to the company all expenses arising 
out of railway operations prior to January 1, 1918, including reparation claims, and, 
unless objected to by the company, may pay and charge to the company any of such 
expenses, including' reparation claims, in excess uf the cash so received or realized. 
Balances of the above accounts shall be struck quarterly on the last days of March, 
June, September, and December of each year, and the cash balance found on such 
Adjustments to be due either party shall be then payable and, if not paid, shall bear 
interest at the rate of 6 per cent per annum, unJeFS the parties shall agree u))on a 
different rate; except that the rate of interest on any portion of a balance found due 
t*) the company which is derived from cash in bank to the credit of such company on 
interest, shall be adjusted in each case independently of this contract as the parties 
Jnay agree. 
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(b) Railway operating expenses, reparation and other claims, hire of equipment and 
joint facility rents shall be allocated with reference to the time when incurred as 
between the period prior and subsequent to midnight of December 31, 1917, and a^ 
between the period of Federal control and the period subsequent thereto. Railway 
operating revenues shall be allocated as between the period prior and subsequent to 
midnight of December 31, 1917. in accordance with the established actual practices 
of the company; except that where prior to midnight of December 31, 1917. the com- 
pany's part of a pervice on througli business has been completed or carload lots on iti* 
own line had reached destination, the revenue of the company for such service shall 
be allocated to it; but as to classes of traffic where in the opinion of the director general 
such allocation will involve uudue delay or undue absorption of accounting labor, such 
revenues shall be allocated in accordance ^^ith the established accrual practices of the 
company. Like methods of accruing and allocating such revenues shall be made at 
the end of Federal control. 

(c) All expenditures made by the director general during Federal control for addi- 
tions and betterments, exclusive of equipment, or for extensions begun prior to Janu- 
ary 1, 1918, shall be charged to the company, and if the completion of any such addi- 
tion, betterment, or extension is approved or ordered by the director general, the 
company shall be entitled, under the provisions of paragraph (d) of section 7 hereof to 
interest on the cost thereof from the completion of the work; but no interest (except 
to the extent that the same may be allowed and included in the compensation provided 
for in paragraph (a) of section 7 hereof) shall be due the company upon any such 
expenditures for work done prior to January 1, 1918. Payments for all equipment 
ordered or under construction by the company prior to January 1, 1918, but delivered 
on or after that date, shall also be considered as expenditures made by order or approval 
of the director general under paragraph (d) of section 7 hereof. Interest during con- 
struction payable under this paragraph, and also interest during construction on the 
cost of any additions, betterments, and road extensions made by the company or at 
its expense to the company's property during Federal control, shall be incluiied in 
the cost of the work. 

(d) Cash receipts or disbursements and other items arising out of transactions which 
do not enter into or form a part of those used in determining the company's standard 
return shall not be received or paid by the director general unless such transactions 
are negotiated or conducted by his order for acr^ount of the company and with its con- 
sent. )Mien moneys are so recei\'ed or paid by the director general in connection 
with such corporate transactions they shall be credited or charged to the company. 
There shall be an accounting of the amounts due by one party or the other under this 
paragraph at the end of each quarter year of Federal control, and the amount so found 
due shall be then payable and if not paid shall bear interest as provided in paragraph 
(a) of this section. 

(e) All sums paid by the director general to maintain pension funds or pension obli- 
gations or practices, and all contributions to Young Men's Christian Associations of 
employees, employees' savings funds, relief funds or associations, reading rooms, or 
health, accident, or dBath benefits for employees, shall be treated as a part of railway 
operating expenses during Federal control. 

(/) All salaries and expenditures incurred bv the company during Federal control 
for piu'poses which relate to the existence and maintenance of the corporation, or to 
the properties of the company not taken over by the President, or to negotiations, 
contracts, valuations, or any business controversy with the Government or any branch 
thereof, and which are not specially authorized by the director general, shall oe borne 
by the company; except tnat the expenses of valuation now being made by the 
commission to the extent that they are, m the opinion of the director general, necessary 
to comply with the valuation orders and other requirements of the commission and to 
tlie cooperation of the company in the making of such valuation, shall be paid by the 
director general as a part of railway operating expenses. If the company is dissatisfied 
with the ruling of the director general, it may appeal to the comnussion, whose decision 
shall be final. 

(g) The director general shall furnish for additions, betterments, and road extensions 
to the company's property approved or ordered by him any of the materials and sup- 
plies taken over under paragraph (6) of section 2 hereof, or puchased by him and held 
tor use in connection with the company's property, in so far as, in his judgment, he 
can do so with due regard to his own requirements. Materials and supplies so furnished 
shall be charged to the company at cost. 

(h) The director general shall at his option be substituted for the period of Federal 
control in the place of the company in respect of the benefits and obligations of con- 
tracts relating to operation in force January 1, 1918 (including contracts made by sub- 
sidiaries for the use and benefit of the company and the right to abrogate or change 
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and make new contracts with express companies for the period of Federal control), 
except as to contracts between the company and subsidiary companies which shall be 
(i)n.<<i(iered and treated as arrangements or practices; and the director general shall in 
li.%e manner at liis option be substituted for such period in respect of the benefits 
and obligations of arrangements and practices in force during the test period in regard 
to fuel, materials, and supplies for the operation of the property described in para- 
irraph (a) of section 2 hereof and of any additions, betterments, and road extensions 
I inreto. obtained from any mine, oil field, or other source of supply owned or controlled 
by the company, it being understood that under such arrangements or practices, if 
availed of by the director general, he shall, to the extent necessary to offset any increase 
in the standard return growing out of the furnishing by the company or of its subsid- 
iuri<*3, during the test period, of fuel, materials, and supplies under an arrangement or 
f>ra( tice at less than the then cost or the then market va^ue thereoi for railroad purposes, 
in' charged for such fuel, materials, and supplies a price expressed in dollars or cents 
[Mr unit below or above the then cost or the then market value thereof for railroad 
jmrposos (as the practice of the company may have been) in the same amount that the 
l>ric OS charged the company during the test period were below or above the then cost 
nr the then market value thereof for railroad purposes; and at the request of the director 
?Mipral or the company the prices for fuel or materials supplied between December 31, 
I'M?, and the execution of this contract shall be adjusted on the foregoing basis: 
r.'oruhd, however, That a source of supply which the company had acquired to safe- 
irujird its own operations shall not be depleted or reduced -for use on other transpor- 
tation systems, except in cases of emergency to be determined by the director general, 
in which event the quantitv so used on other transportation systems shall be accounted 
tor lo the company at the fair value thereof: And provided further ^ That materials and 
«u;)plies secured under contracts which the company had made for its own operations 
'jhull. so far as practicable, be used on the company's property, and that, it used on 
any other transportation system, materials and supplies of like character shall be 
fiirni^^hed by the director general for use in making such additions, betterments, and 
r ad extensions as shall be chargeable to the company, and shall be. charged at cost 
under such contracts. 

(1) The director general shall pay, or save the company harmless from, all expenses 
in( ident to or growing out of the possession, operation, and use of the property taken 
ovor during Federal control, except the expenses which under this agreement are to 
W borne by the company. lie shall also pay or save the company harmless from all 
rt'nts called in the monthly reports to the commission equipment rents or joint-facility 
rtnxs, and all judgments or decrees that may be recovered or issued against, and ail 
tine5 and penalties that may be imposed upon, the company by reason of any cause of 
action arising out of P'ederal control, or of anything done or omitted in the possession, 
(•{Miration, use. or control of the company's property during Federal control, except 
iu<l2iiientfi or decrees founded on obligations of the company to the director general or 
th*^ Tnited States. 

' }) Except as otherwise provided in this agreement, the director general shall save 
the company harmless from any and all liability, loss, or expense resulting from or 
iu< ident to any claim made against the company growing out of anything done or 
omitted duringFederal control in connection with, or incident to, operation or existing 
^'^ntracts relating to operation, and shall do and perform, so far as is requisite under 
Ft'deral control for the protection of the company, all and singular the things, of which 
he msLv have notice, necessary and appropriate tx) prevent because of Federal control 
or of anything done or omitted thereunder, the forfeiture or loss by the company of 
any of its property rights, ordinance rights, or franchises, or of its trackage, lease, 
t«*rniinal, or other contracts involving a facility of operation; but nothing herein con- 
tained shall be construed to require the director general to make any capital expendi- 
ture necessary to preserve a franchise or ordinance right not heretofore availed of by 
thp company. The director general shall also save the company harmless from any 
and all claims for breach of covenant heretofore entered into by the company or by any 
predecessor in title or interest in any mortgage or other instrument in respect to in- 
surance against losses by fire. 

Nothing in this or in the preceding paragraph shall be construed to be an assumption 
by the director general of, or to make him liable on, any obligation of the company to 
pay a debt secured by a mortgs^e or any rent under a lease, except rents which during 
the test period were called in the monthly reports to the commission equipment rent« 
and joint-facility rents and rents which under the accounting rules of the commission 
in force during the test period were classified as operating expenses. 

The company shall, during Federal control, pay the rents of any property, held by 
it under lease or contract, described in paragraph (a) of section 2 hereof, except the 
rents which during the test period were, under the rules of the commission, claasified 
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as equipment rents or joint facility rents, and rents which were classified as operating: 
expenses; which excepted rents shall be paid by the director general. If the lease of, 
or right to U8?», any property described in para^ph (a) of said section 2 expires during 
Federal control, the company shall, if possible, and if requested by the director 
general, renew the same; the rental, however, of property in the excepted classts 
above mentioned shall be paid by the director general. Tne company shall pay the 
same amount of rent as was payable at the beginning of Federal control for other 
property, the lease of or right to use which is renewed at the request of the director 
general, but any increase m the rental of such other property shall be paid by the 
director general. 

(k) In carrying out the provisions of paragraphs (a), (6), (c), and (d) of this section 
and the provisions of section 6 hereof the director general shall not settle any claim 
by or against the company against the objection in writing of the president or of any 
other duly authorized officer of the company. The conduct of all litigation before any 
court or commission arising out of such disputed claims, or out of operation prior to 
Federal control, shall be in charge of the director general's legal force and the expense 
thereof shall be paid by the director general ; but the company may, at its own expense, 
employ special counsel in connection with any such litigation. 

(J) Nothing in this agreement shall be construed as inconsistent with the provision? 
in section 10 of the Federal control act that no process, mesne or final, shall be levied 
against any property under Federal control, nor as a waiver by the United Stato of 
any claim that might otherwise be made by it that the rights of any State or sub- 
division thereof of of any individual or corporation have been abrogated or suspendi d 
by the taking over of the company's property or by Federal control. 

(m) The company shall have the right at all reasonable times to inspect the books 
and accounts kept by the director general relating to the property of the company, or 
to the op?ration thereof, and the director general shall during Federal control furnish 
the company with a copy of the op?rating reports relating to its property, and as Foon 
as practicable after the end of each fiscal year shall furnish to the company a complete 
list of its equipment as of the end of such fiscal year. 

SECTION 6. — UPKEEP. 

Sec. 5. (a) During the period of Federal control the director general shall, annually, 
»3 nearly as practicable, expend and charge to railway operating expenses, either in 
payments for labor and materials or by payments into funds, sucn sums for the main- 
tenance, repair, renewal, retirement, and depreciation of the property described in 
Earagraph (a) of section 2 hereof as may be requisite in order that such property may 
e returned to the company at the end of Federal control in substantially as gof»d 
r:pair and in substantially as complete equipment as it was on January 1, i91S: 
Provided, hovei^er. That the annual expenditure and charges for such purposes durin;? 
the period of Federal control on such prop?rty and the fair distribution thereof over 
the same, or the payment into funds, of an amount equal to the aggregate (subject to 
the adjustments provided in paragraph (c) and to the provisions of paragraph ie) of 
this section) to the average annual expenditure and charges for such purposes included 
under the accounting rules of the commission in railway operating expenses during th^* 
test period, less the cost of fire insurance included therein, shall be taken as a full 
compliance with the foregoing covenant. 

(h) The director general may exppnd such sums, if any, in addition to those 
expended and charged under paragraph (a) of this section (subject to the adjustments 
provided in paragraph (r) of this section) as may be requisite for the safe operation 
of the prop-^rty described in paragraph (a) of section 2 hereof, assuming a use similar 
to the use during the test period and not substantially enhancing the cost of mainte- 
nance over the normal standard of maintenance of railroads of like character and 
business during said period; and the amount, if any, of such excess expenditur<s 
during Federal control shall be made good by the company as pro\dded in paragraph 
(6) of spction 7 hereof. 

(r) In comparing the amounts expended and charged under the provisions of para- 
graphs (a) and (6) of this section with the amounts expended and cnargcd during th»^ 
test p?riod, due allowance shall be made for any difference that may exist botw'n n 
the cost of labor and materials and between the amount of prop?rty taken over and the 
average for the test period, and, as to paragraph (a), for smy difference in us? betwt vn 
that of the t* st period and during Federal control which in the opinion of the «'oin- 
mission is substantial enough to be considered, so that the result shall be, as n^.-arly as 
practicable, the same relative amount, character, and durability of physical r^'panition. 

{d) At the request of either party there shall be an accounting of the amount rJ due 
by one party or the other under paragraphs (a) and (b) of this section at the end of 
each year of Federal control and at the end of Federal control. 
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ing Federal control any of the property described in paragraph (a) of 
ireof or any replacement thereof or addition thereto or betterment or 
ereof is destroyed or damaged otherwise than bv fire or public enemies, 
itored or replaced by the director general, he shall reimburse the company 
the property destroyed or the amount of damage at the time of the loss,. 
ot restoration or replacement, or said value or damage, as the case may be,. 
jged to annual railway operating expenses; it being imderstood that 
/ losses caused by floods, explosions, train wrecks, or accident are 
the matters covered by this paragraph, while ordinary losses due to such 
oluded in the matters covered by paragraph (a) of this section: Provided, 
t if the commission, on application of eitner party and after giving due 
I to the practice of the company during the test period in respect to such 
to any other pertinent facts and circtimstances, determines tnat it is just 
)le tliat the said cost or value shall be apportioned or extended over a 
e than one year, this shall be done, and so much of said cost or value as 
•tioned by the commission over the period subsequent to Federal control, 
?ed to the company in the final accounting at the end of Federal control 
paid bv it. 

Federal control, any of the property described in paragraph (a) of sec- 
JT any replacement thereof or addition thereto or betterment or extension 
troyea or damaged by fire, and is not restored or replaced by the director 
lall reimburse the company the value of the property destroyed or the 
e damage at the time of the fire; and the cost of restoration or replace- 
value or damage, as the case may be, shall be charged to annual railway 
)enses, but the same shall not be considered a chiu^e to such expenses 
ses specified in paragraph (a) of this section. 

ny such loss or damage oy fire, the director general shall, if given written 
requirements of any mortgage, equipment lease, or trust on the property 
)r damaged, make such restoration or replacement, or pay such value or 
ich way as to meet the reauirements of such mortgage, equipment lease, 
e same manner as would nave been proper in applying the proceeds of 
such property if it had been insured by the company against loss or 
e in accordance with the terms of such instruments of lien; and a com* 
the written request of the company in respect thereof shall be a full 
f any obligation of the director general in the premises. 
ig parts of this paragraph are subject to the proviso that in case of loss or 
.dditions and betterments made in connection with or as a part of the 
replacement of property damaged or destroyed and chargeable under 
g rules of the commission in force December 31, 1917, to investment in 
pment, shall be charged to and paid by the company, 
r general shall not be liable to the conipany for any loss or damage due 
public enemies. 

iditions, betterments, or road extensions are made to the property taken 
uipment is added at the expense of the company and witn the approval 
the director general during Federal control, ne shall expend and charge 
'rating expenses such sums either in payments for labor and materials 
ts into funds, as may be requisite for the proper maintenance, repair, 
sment, and depreciation of such property until the end of Feaeral 

pany shall have the right to inspect its property at all reasonable times 
I control, and the director general shall provide reasonable facilities for 
a. 

lestion shall arise, either during or at the end of Federal control, as to 
venants or provisions in this section contained are being or have been 
natter in dispute shall, on the application of either party, be referred 
ion which, after hearing, shall make such findings and order as justice 
equire, which shall be final as to the questions submitted and shall be 

I observed by both parties hereto, except that either party inay take 
law to the courts, if he or it so desires. 

SECTION •. — TAXES. 

II taxes assessed under Federal or any other governmental authority for 
• to January 1, 1918, including a proportionate part of any such tax as- 
?ember 31,' 1917, for a period which includes any part of 1917 or pre- 
nd unpaid on that date, all taxes commonly called war taxes which 
ay be assessed against the company under the act of Congress entitled 

-19 5 
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**An act to provide revenue to defray war expenses, and for other purposes," approved 
October 3, 1917, or under any act in addition thereto or in amendment thereof, and all 
taxes which have been or may be assessed on property under construction, and all 
assessments which have been or may be made for public improvements, chargeable 
under the accounting rules of the commission in force December 31, 1917, to invest- 
ment in road and equipment, shall be paid by the company, but upon the amount 
thus chargeable to investment interest shall be paid to the company during Federal 
control at the rate provided in paragraph (d) of section 7 hereof. Taxes assesped 
during construction on additions, betteiments, and road extensions made by the 
company with the approval or by order of the director general during Federal control 
shall be considered a part of the cost of such additions, betterments, and extenei<.ns 
and shall under the provisions of paragraph (d) of section 7 hereof, bear interest as a 
part of such cost from the date of the completion of such additions, betterments, or 
extensions. Assessments for public improvements which do not become a part of 
the property taken over shall bear interest from the date of the payment of puch 
assessment. 

. (b) If any tax or assessment which under this agreement is to be paid by the com- 
pany is not paid by it when due, the same may be paid by the director general and 
aeducted from the next installment of compensation due under section 7 hereof. If 
any taxes properlv chargeable to the director general have been or shall be paid by 
the company, it shall be duly reimbursed therefor. 

(c) The director general shall either pay out of revenues derived from railway 
operation during the period of Federal control or shall save the company harmleas 
from all taxes lawfully assessed under Federal or any other governmental authority 
for any part of said period on the property under such control, or on the right to 
operate as a carrier, or on the revenues derived from operation, and all other taxes 
which under the accounting rules of the commission in force December 31, 1917. are 
properly chargeable to "railway tax accruals," except the taxes and assessments for 
which provision is made in paragraph (a) of this section. The director general shall 
pay or save the company harmless from the expense of all suits respecting the claeses 
of taxes payable by him under this agreement. 

(d) If any such tax is for a period which began before January 1, 1918, or continu« 
beyond the period of Federal control, such portion of such tax as may be approtionable 
to the period of Federal control shall be paid by the director general, and the remainder 
shall be paid by the company. 

(e) Whenever a period for which a tax is assessed can not be definitely determined, 
so much of sudi tax as is payable in any calendar year shall be treated as assessed for 
such year. 

SECTION 7. — COMPENSATION. 

Sec. 7. (a) The annual compensation guaranteed to the company under section 1 
of the Federal control act shall be the sum of 



d liars and cents ($ ) during each year 

and pro rata for each fractional part of a year of Federal control, subject, however, to 
any increase or decrease in the standard return hereafter made by tne commission as 
provided in paragraph (e) of the preamble of this agreement. 

(h) The said compensation shall be paid to the company quarterly in equal install- 
ments on the last days of March, June, September, and December of each year ffr 
the quarter ending therewith, except that tne first four installments shall be due as 
of March 31, 1918, June 30, 1918, September 30, 1918, and December 31, 1918, re- 
spectively, but shall be paid upon the execution of this agreement, but from each 
installment there may be deducted any amount then due by the company under 
paragraphs (a) and (</) of section 4 hereof under paragraph (&) of section 5 hereof . and 
under paragraph (h) of section 6 hereof, and all amounts required to reimburse the 
United States for the cost of additions ard betterments made to the property of the 
company not justly chargeable to the United States, unless such matters are financed 
or otherwise taken care of by the company to the satisfaction of the director general. 
and the director general may apportion any such amounts to two or more subeequent 
installments: Provided, however ^ That said power to deduct amounts due or accruing 
under paragraph (b) of section 5 hereof and the cost of additions and betterments n^^t 
justly chai^able to the United States shall not be so exercised as to prevent tb« 
oofmpany from paying out the sums reasonably required to support its carpmi^ ofgani- 
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zation, to keep up sinking funds for the company's debts required by contracts in force 
n»M?pmber 31, 1917, to pay its taxes, to pay rents and other amounts (not chargeable 
to capital account) properly payable by the company for leased or operated roads and 
properties, to pay interest which has heretofore oeen regularly paid by the company, 
and interest on loans issued during Federal control and approved by the director 
iTJ'Doral, nor shall such deduction be made in respect of additions and betterments 
which are for war piurposes and not for the normal development of the company nor in 
r»t5pect of road extensions, nor in respect of amounts due under paragraphs (a) and (d) 
oi <<*ction 4 hereof, in cases where the current assets, including materials and supplies 
of the*company taken over by the director general under the provisions of this agree- 
ment clearly exceed the current liabilities of the company paid or assumed by the 
.lin-ct or general under said section. In the event of a difference as to the fact whether 
aiiditions and betterments are for war purposes and not for the normal development 
III ihf* company, or as to whether an addition is a road extension, the question may, on 
j;>T)licatcn of either party, be referred to and determined by the coramiFsion. 

The power pro^'ided in this paragraph to deduct the amount due bv the company 
i»ir the cost of additions and betterments not justly chargeable to the Cnited States is 
lurther declared to be an emergency power, to be used by the director general only 
w)n»n he finds that no other reasonable means is provided by the company to reini- 
hurse the United States, and as contemplated by the President's proclamation and 
by the Federal control act, it will be the policy of the director general to so use such 
iK)wt r of deduction as not to interrupt unnecessarily the regular payment of dividends 
a.< made by the company during the test period. 

Overdue installments of compensation, or balances thereof, provadrd for in this 
^' < tion shall bear interest from maturity at the rate of 5 per cent per annum, except 
Hiat if the Director General shall, prior to the execution of this contract, have loaned 
'li«' company any money, then to the extent of the amount thus loaned the install- 
m»'nts of compensation overdue at the date of the execution hereof shall bear interest 
irom maturity at the same rate as that charged to the company on such loans. 

'r) During Federal control the company shall not, without the prior approval of 
fli^ Director General, issue any bonds, notes, equipment trust certificate, stock, or 
•f!'.*r securities, or enter into any contracts (except contracts in respect of corporate 
a:;airs and property not taken under Fedeiil control), or agree to pay int<Trst on 
it> debt at a higher rate, or for rent of leased roads and properties a larger amount 
■han the rates and amountfl payable as of or required by contracts in force on Decem- 
b r 31, 1917. The company may, however, procure the authentication and delivery 
to it imder any mortgage or trust deed or a^eement in force December 31, 1917, of 
b nds or notes issuable thereimder in respect of additions^ betterments, extensions, 
and eauipment, or for refunding purposes. 

•'i> Upon the cost of additions and betterments, less retirements in connection there- 
with, and upon the cost of road extensions made to the property of the company 
<i:iring Federal control the Director General shall, 'from the completion of tbe work, 
lay the company a reasonable rate of interest, to be fixed by him on each occasion. 
!n fixing sucn rate or rates he may take into account not merely the value of money 
but all pertinent facts and circumstances, whether the money was r.8?d derived from 
i'^ns or otherwise, provided that to the extent that the money is advanced by the 
fM rector General or is obtained by the company from loans or from the proceeds of 
>"curitiefl the rate or rates shall be the same as that charged by the Director General 
ior loans to the company, or to other companies, of similar credit. 

'') From its compensation so received or from other income, if adequate for the 
purpose, the company shall make all payments of interest, rents (other than the 
" lUipment rents, joint facility rents, and rents classified as operating expenses men- 
'1 -riHi in paragraph (j) of section 4 hereof), and other sums necessarv to prevent a 
d^iault under any mortgage or lease of any of the property described in paragraph 
'• of section 2 hereof; and if at any time during Federal control the company, by vir- 
"iv of any change in the right of possession (subject to the rights of the United States) 
hi any of said property or otherwise, shall no longer be entitled as between itself ana 
iiiy other person or corporation to receive the entire compensation herein provided. 
^ .^h compensation shall be apportioned and paid, as between the parties entitled 
''i»reto, as justice and right may require. 

SECTION 8. — CLAIMS FOR LOSSES ON ADDITIONS, ETC. 

Sec. 8. (a) Prompt notice in writing, except as provided in paragraph (d) of this 
»^tion, shall be given the company of the making or ordering of any additions, bet- 
lennents, or road extensions, incluaing terminals, motive power, cars, or other equip- 
ment, to or lor the property of the company costing more than 11,000, v.ith an estimate 
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of the cost thereof. Such notice shall be given before the beginning of the work or 
the acquisition of the propert^r whenever in the judgment of the Director General it 
is practicable to do so. Within a reasonable time after the completion of the work 
or the acauisition of the property a written statement of the final cost thereof shall 
be given the company. There shall be furnished the company, as soon as practicable 
after the end of each month, a written statement of all expenditures estimated to cost 
1 1,000 or less chargeable to investment in road and equipment made during the month, 
with a brief description of the workdoneor of the property acquired; and such state- 
ment shall constitute all the notice of additions and betterments costing |1,000 or 
less required by (b) and (c) of this section. The notices provided in this paragraph 
may be given to the president of the company unless the company designates some 
officer to receive the same, in which event tne notice shall be given to such other 
oflicer. 

(b) Any claim of the company ior loss accruing to it by reason of expenditures for 
additions and betterments made to the property of the company during Federal con- 
trol in connection with or as a part of the work of maintaining, repairing, and renew- 
ing the company's property ana chargeable under the accounting rules ol the commis- 
sion in force December 31, 1917, to investment in road and equipment, except such 
expenditures as are incurred in connection with the replacement of buildings and 
stnictures in new locations, may be determined by agreement between the Director 
General and the company, or, failing such agreement ajs to the fact or amount of surh 
loss, the question at i^ue may, upon the application of either party at any time after 
the filing of the statement of claim hereinafter referred to, be ascertained in the 
manner pro\dded in section 3 of the Federal control act: Provided ^ however^ That no 
loss shall be claimed by the company and no money shall be due to it in respect of 
such additions and betterments upon the ground that the actual cost thereof at the 
time of construction was greater than under other market and commercial conditions, 
and for the purpose of determining such controversy the amount paid for any addi- 
tion or betterment shall be deemed the fair and reasonable cost thereof and shall be 
taken as the basis for such determination; nor unless the company, within 60 days of 
notice to it that the work will be done, shall give the Director General notice of objec- 
tion thereto atid shall file with the Director General a statement of its claim within 
90 days after notice of the completion of the work. 

(c) Any claim of the company for loss accruing to it by reason of any additions and 
betterments which are not made in connection with or as a part of the work of main- 
taining, repairing, and renewing the company's property, or accniing to it in connec- 
tion with maintenance in the replacement of buildings and structures in a new loca- 
tions, or by reason of road extensions, terminals, motive power, cars, or other equip- 
ment made to or provided for the property of the company during Federal control 
may be determined by agreement between the Director General and the company, 
or, failing such agreement as to the fact or amount of such loss, may, by proce^ings 
instituted not later than six montns after the end of Federal control, be ascertained 
in the manner provided in section 3 of the Federal control act: Proiyided, however^ 
That no loss shall be claimed by the company and no money shall be due to it in 
respect to such additions, betterments, road extensions, terminals, motive power, 
cars, or other equipment mentioned in this paragraph upon the ground that the actual 
cost thereof at the time of construction or acquisition was greater than under other 
market and commercial conditions; and for the purpose of determining such contro- 
versy the amount paid for any additions, betterments, road extensions, terminals, 
motive power, cars, or other equipment shall be deemed the fair and reasonable coet 
thereof and shall be taken as the basis for such determination, nor unless within 6<> 
days after notice to the company of such construction or acquisition written notice 
is given to the Director General fiy the company that it will claim a loss in respe<t 
thereof. With and as a part of such notice tne company shall state its objections to 
such construction or acquisition as far as reasonably practicable at the time. Nothin? 
in this agreement shall be construed as barring the United States from contending 
that no loss within the meaning of the Federal control act accrued to the company 
by reason of any additions, betterments, or road extensions made during Federal 
control by order or approval of the Director General if it is made to appear that the 
company itself but for Federal control should in the exercise of sound judgment have 
made such addition, betterment, or road extension. 

{d) Where additions, betterments, or road extensions or terminals, motive power 
cars, or other e:]uipment have been made to or provided for the property of the com- 
pany durin*? Federal control but prior to the execution of this agreement, the director 
general shall not he required to give the notice thereof pro\ided for in paragraph («> 
of this pcction and notice by the company of any claim of loss in respect thereto mav 
be given the director general within 90 days after the execution hereof; and such 
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rlaiffls flhftll thereafter be proceeded with in the manner provided in paragraph (6) 
orparaj^raph (c) of this section, as the case may be. 

(() The director general shall reimburse the company for the amount of loss 
asoortained under this section with a proper adjustment of interest thereon. 

(f) The director general shall not acquire any motive power, cars, or other equip- 
ment at the expense, or on the credit, of the company in excess of what in his judg- 
ment is necessary, in addition to its then existing equipment, to provide for the traffic 
requirements of its own system of transportation; but this provision shall not prevent 
the director general, after the acquisition of such equipment, from using the same, or 
any part thereof, on the line of any other transportation system operated by him. 

SECTION 9. — ^FINAL ACCOUNTING. 

Sec 9. (a) At the end of Federal control all the property described in paragraph 
(a) of section 2 hereof shall be returned to the company, together with all repairs, 
renewals, additions, betterments, replacements, and road extensions thereto which 
have been made during Federal control, except as any part thereof may have been 
dpstroyed or retired and not replaced, in which case the provisions of section 5 hereof 
shall govern and except that the director general shall not be obliged to restore or 
n'place property destroyed or damaged by the acts of public enemies. 

ib) At the end of Federal control the director general shall return to the company 
all uncollected accounts received by him from the company and also materials and 
supplies equal in quantity, quality, and relative usefulness to that of the materials and 
supplies which he received and to the extent that the director general does not return 
5iKh materials and supplies he shall account for the same at prices prevailing at the 
^nd of Federal control. To the extent that the company receives materials and 
'supplies in excess of those delivered by it to the director general it shall account for 
the same at the prices prevailing at the end of Federal control, and the balance shall 
bf adjusted in cash. 

(r) The total amount of the account "Net balance receivable from agents and 
conductors " at the end of Federal control may be turned over by the director general 
t') tht* company. He may also turn over all assets which have accrued out of operation ; 
arid the company shall to the extent of the cash received or realized from such assets, 
pay, and charge to the director general all expenses arising out of railway operations 
during Federal control, including reparation and other claims, and may, unless objec- 
tir>n L*5 made by the director general, pay and charge to him any such expenses includ- 
inir reparation and other claims in excess of the cash so received or realized. On the 
' r^t day of the third month following the termination of Federal control an accounting 
Jx'twee'n the parties shall be had, and so on the first of each third month thereafter. 
Any balance found due either party shall be payable as of the date on which the 
-' lount is stated and shall bear interest until paid. 

"/ At the end of Federal control there shall be paid to the company any balance 
th^^n remaining unpaid of the cash received from the Company at the beginning of or 
during Federal control, together with any unpaid interest which may have accrued 
u{K)n the same. There shall also be paid to the company any funds created under the 
pHjvisions of this agreement, except to the extent that such funds may have been 
pn.perlv used under this agreement. 

u) Wherever under any provision of this section there is to be an adjustment of 
interest, it shall be at the rate of 5 per cent per annum unless the parties shall in 
anv rase agree on a different rate. 

i/i After Federal control no claim by or against the director general shall be settled 
^•y the company against the written objection of the director general or the Attorney 
'i* neral of the United States. The conduct of all litigation before any court or com- 
mission arising out of such disputed claims or out of operations during Federal control 
^hall be in charge of the company's legal force and the expense thereof shall be paid 
^y the company; but the director general or the Attorney General may, at the expense 
"f the United States, employ special counsel in connection with any such litigation. 

BXECUnON. 

In witness whereof, these presents have on the day and year first above written been 
duly signed, sealed, and delivered by Walker D. Hines, Director General of Railroads, 

and duly signed, sealed, and delivered by the , by its president, attested by its 

?erretary, with its corporate seal hereto affixed, such execution and delivery on the 
part of me company having been duly authorized and directed by a vote of the board 

of directors at a meeting duly convened and held on the dav of , 1918, 

which action on the part of the board of directors had been duly authorized by a vote 
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of the stockholders of the company at a meeting duly convened and held on the 



day of , 1918, certificates of which meetings, duly attested by the company '« 

secretary, have been lodged with the director general. 

Director General of RaHroadi. 

By- : 

President. 
Attest: 



Secretary. 

Operation of Carriers by Railroad Companies as Agents of 
Government — Federal Operation Direct and Reorganiza- 
tion. 

The Chairman. During the first three months of the railroad 
administration, the carriers operated the roads as agents of the 
Government. 

Mr. HiNES. That condition continued until about the end of May. 
Along in the month of May, Director General McAdoo transferred 
the operation of the properties from the corporations to Federal 
managers appointed by him, and therebv brougnt about a separation 
between the corporate management and the Federal operating man- 
agement, but up to that time the corporations themselves through 
their presidents and other corporate officers operated the properties 
as agents of the Director General. 

The Chairman. When you started in with the actual physical 
management of the properties, what sort of organization did you 
create? Was it based upon the character of organization that the 
raiboads had maintained ? 

Mr. HiNES. Yes, sir. We had as the operating head of each rail- 
road a Federal manager, and in the case of some of the smaller rail- 
roads we put in what was called a general manager, but for the 
typical railroads the operating head was a Federal manager who 
had under him the usual staff that the usual railroad company had. 
He had a general manager in charge of operations, a traffic manager 
in charge of traffic matters, his auditor or controller in charge of 
accounting, and a treasurer in charge of financial matters. We 
simply preserved the ordinary scheme of railroad management, but 
aU of those officers became responsible to the Federal manager, and 
through him to the regional director and the director general instead 
of being responsible in any way whatever to the corporation or the 
officers of the corporation. Those Federal managers were required 
to separate themselves from any official connection they had with 
the corporations, and thereby was brought about an undivided 
allegiance, so far as such arrangements could create it, to the director 
general. 

The Chairman. Prior to this taking over of the physical manage- 
ment, I presume that you paid, as a part of your operating expenses, 
the expenses that the railroads bore in salaries and other adminis- 
trative expenses in connection with the running of the railroads ? 

Mr. HiNES. Mr. Prouty, my xmderstanding is that up to April 1 
we paid the salaries of the corporation officers, but I am not sure 
whether we paid them between April 1 and the date that the Federal 
managers were appointed or not. 

Mr. Prouty. That was all handled by the corporations. I do not 
think we did pay the salaries of all officials up to the 1st of April. 
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My rcjcollection is that we did not. We paid certain corporate 
expenses, and possibly we may have paid more. I think there were 
some salaries tnat were not paid previous to that time. 

Mr. HiNES. Under the contract itself, this readjustment of oper- 
ating expenses went back to January 1. The contract contains a 
provision that the director general is not responsible for certain 
corporate expenses, as 1 now recall. 

Mr. Parkek. I do not recall that particular provision, but I think 
it does not go back to January 1. My understanding is that the 
<iireotor general issued an order that from April 1 he would not 
permit the charging of certain items to the operating expenses. 

Mr. HiNES. On March 18 the Director General issued Circular No. 
10, which indicated that the question was under consideration as to 
whether what might be regarded as those expenses which were con- 
nected with the general corporate functions, as distinguished from 
operating functions, should be borne by the Government, and he stip- 
ulated in that circular that if a carrier claimed that such expenses 
should be charged to the Government, it should present a statement, 
and that on and after April 1, 1918, such expenses should cease to be 
charged against operating income, except in so far as the same should 
be expressiv authorized after evidence snould have been considered as 
provided therein. That is why I had the date of April 1 in mind, 
because we felt that until that date that we would not undertake to 
reconstruct that matter, but it was reconstructed from that date on. 

Mr. SissoN. In the payment of those oflScials' salaries, did you 
eliminate an}' officials that the railroads had at the time you took 
them over ? 

Mr. HiNES. When we put the Federal managers in charge, we 
eliminated the salaries of the general officers from that time on and 
the Government did not pay them at all. 

Mr. SiSsoN. For example, there were the positions that were held 
under the railroads' management in their ireight solicitations and 
each road would have its soUciting freight agents throughout the 
countrv. Was that expense continued under the Government 
control ? 

Mr. HiNES. A very large number of agents who solicited freight 
were discontinued in that capacity, because there was no necessity 
for soliciting freight. 

Payment of Salaries, etc., of Officials of Railroads. 

The Chairman. I find in paragraph f, under section 4, a provision 
apparently undertaking to deal largely with this situation, and which 
reads as follows: 

All salaries and expenditures incurred by the company during Federal control, 
for purposes which relate to the existence and maintenance of the corporation, or to 
the properties of the company not taken over by the President, or to negotiations, 
Ci>QtractB, valuations, or any business controversy with the Government or any branch 
thereof, and which are not specially authorized bv the director general, shall oe borne 
by the company; except that the expenses of valuation, being made by the commis- 
pion to the extent that they are, in the opinion of the dire<\tor general, necessary to 
comply with the valuation orders and otner requirements of the commission and ta 
the cooperation of the compan3r[^ in the making oi such valuation, shall be paid by the 
director general as a part of railway operating expenses. If the company is dissatie* 
lied with the ruling of the director general, it may appeal to the conunission, whose 
decision shall be final* 



72 APPROPBIATION FOE CONTROL OF TRANSPORTATION SYSTEMS. 

While that does not aflSLrmatively state it, it would seem to im- 
pliedly state that expenses other than those enumerated here were 
to be borne by the Railroad Administration. • 

Mr. HiNES. That clearly is the policy, and that is the provision 
that I had in mind when I asked Mr. Parker that Question. The 
question I was in doubt about was whether under tnat provision, 
in the actual adjustment of the operating expenses, we did charge 
back to the companies these outside salaries and expenditures, 
clear back to January 1, or only to April 1, the date mentioned in 
this circular. 

Mr. Parker. It is onlv from April 1. Sometime ago Judge Prouty 
raised the question of whether circular No. 10, from which you have 
just read, should be construed so as to permit the charge being made 
to April 1 . The matter was discussed by the staff and it was decided 
that the Director General's view when he issued the circular was 
that it should commence April 1, and should not be charged back 
of that date. 

Mr. HiNES. So that is the practical construction of this paragraph 
f of section 4; that is, that it applies from April 1, and that controls 
the matter. 

The Chairman. I have not examined the contract carefully, 
and, of course, is speaks for itself, and what we may say is necessarily 
subject to the binding effect of the contract, but I was just going to 
ask you, is it your understanding that the contract, not only as to 
compensation but generally, is retroactive as of January 1 ? 

Mr. HiNES. Yes, sir. They entered into this contract on the 
theory that it controlled the relations from January 1, 1918. I 
might say that this was one of the points that was contested down 
to the last by the corporations. They insisted that the Railroad 
Administration ought to assume all of these operating and other 
corporate expenses, because they were included in the operating 
expenses during the test period. 

Economies Effected by Reorganization. 

The Chairman. In taking over the active management, pre- 
sumably, you did undertake to eliminate a lot of activities that 
were incident to competitive conditions under separate private 
ownership, and which ceased to have any reason for existing when 
the Government took charge of the systems as a whole. 

Mr. HiNES. Yes, sir. 

The Chairman. Have you any idea as to what economies, if any, 
were effected by the elimination of those various activities ? 

Mr. HiNES. Yes, sir; we made some figures on that. It consists 
of several branches and in some the estimates can be made a quite 
close approximation, while in others it is more of a mere estimate. 
For example, a great deal of advertising was discontinued, and the 
so-called outside soliciting forces were discontinued, except where 
they rendered some other necessary function that ought to continue 
to oe rendered. In addition to those things that can be pretty 
closely approximated, the administration gave attention to the cut- 
ting out of circuitous routing of traffic. There was a great deal of 
that for purely competitive reasons, and by putting the traffic over 
short routes instead of circuitous lines there was a large saving in 
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car-miles. There was also quite a consolidation of terminal opera- 
tions, with a good deal of saving in terminal expenses. I understand 
that the report of the regional directors for 1918 summarizes that, and 
indicates a saving of about $91;000;000. 

Country Divided into Seven Regions. 

The Chairman. How many regions have you divided the country 
into? 

Mr. Hines. At the beginning we divided it into three regions, 
corresponding to the three classification territories. The territory 
north of the Ohio and Potomac and east of Chicago and the Missis- 
sippi River was called the Eastern Region; the territory west of 
Cmcago and the Mississippi River was called the Western Region, 
and the territory east of the Mississippi River and south of the Ohio 
and Potomac Rivers was called the Southern Region. The Norfolk 
& Western and the Chesapeake & Ohio, although being south of the 
Ohio and Potomac Rivers, were put in the Eastern Region, because 
they had always been regarded as trunk-line railroads. Later on, 
in order to get closer control over the operations, the country was 
further divided. The part of the country where the very greatest 
difficulty existed in the handling of war supplies was served by the 
Pennsylvania, the Baltimore & Ohio, and the Keading, and a separate 
ro<rion was created consisting of the Pennsvlvania and B. & O. lines 
east of the Ohio River, which was called the Allegheny Region, and 
the Reading, Jersey Central, and Western Maryland lines were put 
in that region. The parts of the Pennsylvania and B. & O. lines 
west of the Ohio River were left in the Eastern Region, because the 
policy during the acute period of the war was not to bring any through 
traffic by those lines at all from the West, and because the capacity 
of those lines was absorbed in handling fuel, raw materials, and fin- 
ished products for the war activities in |:he States of Pennsylvania, 
Delaware, and New Jersey, where there was an intense concentration 
of war production. So that left the western end of those lines in the 
>()-oalled Eastern Region. 

Since hostilities have ceased we have put in the Allegheny region, 
the western end of the Pennsylvania ana of the Baltimore & Ohio, so 
that the Allegheny region now contains all of those two sj^stems, and 
aUo the Reading, Jersey Central, and Western Maryland. On ac- 
count of the very great importance of handling coal traffic from the 
West Virginia coal fields to Hampton Roads under the most intensive 
supervision, a separate region was created called the Pocahontas 
reckon, which consists of the Norfolk & Western, the Chesapeake & 
Ohio, and the Virginian Railroads. The Southern region remains 
practically as it was. Then, the country west of Chicago and the 
\[i<?sissippi River, which we started out with as a single region, was 
divided mto three regions, the Northwestern region, of which the 
Great Northern, Northern Pacific, and St. Paul roads were the most 
striking features ; the central western region, which consisted of the 
Burlington, Union Pacific, Denver & Rio Grande, and Santa Fe, as 
the principal features, and the southwestern region, which consisted 
of the great variety of railroads now operating from St. Louis into the 
Southwest, covering Arkansas, Louisiana, and Texas. So that, as a 
result of the fiu-ther division, we now have seven regions, whereas we 
started out with three. 
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Operation of Railroads Since Signing of Armistice. 

The Chairman. Presumably during the war you operated the rail- 
roads primarily with the idea of dealmg with the acute situation that 
existed in regard to the movement of freight and to relieve congestion 
and to suppRr those governmental needs that were most urgent and 
insistent, rfow, since the war, are you undertaking to operate the 
railroads from the standpoint of revenues from any of the roads as 
such, or simply from the standpoint of total revenues and economies 
in the movement of freight, irrespective of the effect that it naight 
have upon the traflBic of particular lines as they existed under private 
ownership ? 

Mr. HiNES. Since the armistice was signed we have entered on the 
policy of trying to get the transportation service back to the normal 
basis which existed oef ore the war, and by that I mean as to the con- 
venience and adequacy of the service, the purpose being to meet that 
where there seemed to be the necessity for it. Now, primarily our 
purpose still is to view the operations as a whole and to try to get 
the best results, but it is still true that in going back to approximately 
the normal ante beUum basis of operation we do have to give more 
consideration to what was done on a particular raihoad than we did 
during the war period; also, realizing the probability that in the rea- 
sonably near future the railroads may go back, we are endeavoring to 
pursue a policy of considerateness in dealing with that question, so as 
not to needlessly interfere with the sort of traffic that would be han- 
dled by the corporation if it were in control of its own lines. There- 
fore there is a tendency back to those normal conditions. 

The Chairman. Are the shippers of the country being left free in 
the matter of routing their freight ? 

Mr. HiNES. Mr. Prouty, can you answer that ? 

Mr. Proutt. Theoretically they are not, but as a practical matter 
in most cases they are. My imderstanding is that ordinarily the 
shipper has the right to route his traffic, but usually they do not 
care anything about it. All that he asks is a certain terminal d^ 
livery, and we rive him that delivery, and that usually satisfies him. 
However, therenave been some cases as in the routing of perishable 
commodities, such as vegetables, citrus fruits, etc., from Florida, 
where the shipper has insisted on routing the traffic through a certain 
Ohio River gate, and in one case that was denied. However, sub- 
sequently, the whole subject was reconsidered, and now he has that 
privilege. Generally speaking, I would say that as a practical 
matter he has that right. 

Mr. HiNEs. I would say that under unified control he has much 
less concern in it than he would have under private control, because 
then some soliciting agent would go to him and ask him for the 
traffic, and when that was done the traffic was so routed as to give 
the traffic to the road of the soUciting agent. Then again, imder 
private control the matter of terminal deuvery dependea to a con- 
siderable extent upon what railroad carried the traffic to destination, 
but under imified control the terminals are all one, so that no matter 
how it is sent, any terminal delivery can be given that is desired, 
generally speaking. 

The Chairman. There is still the further inducement that the 
soliciting agent of the road in order to hold that business would t# 
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at some pains to follow the freight to see that it reached destination 
within the proper time, and, therefore, the shipper from his experience 
'^'ith particular roads might give or refuse his business to particular 
lines oecause of his previous experience as to the character of service 
he was going to get. 

Mr. HiNEs. Yes, sir; that is true. That would give him an 
int-erest in having it sent a certain way. 

The Chairman. But now he has to take "pot luck" with the 
Government. 

Mr. Hikes. The Government is in a position to give him the same 
sort of delivery, whether it goes by one way or another, so that the 
selection of a particular line does not cut any figiu*e. 

Mr. Prouty. I believe you could also say that, while during the 
war there was no attention paid to it, attention is now being given to 
that very matter, and the Railroad Administration is trving to advise 
the shipper as to the location of his freight and to give him the infor- 
mation that he formerly got from the soliciting agents. A method 
has been worked out by which some one can be designated to whom 
he can go and get that information. 

Mr. SissoN. Do you think that the incentive of prompt and efficient 
delivery is as great under Government control as under private 
control? 

Mr. HiNEs. A company under private control, if it was in a com- 
petitive business, undoubtedly had every incentive of self-interest 
to make the best showing that it could. 1 am not claiming that there 
has been a precise substitute for that self-interest, but there is a very 
earnest desire on the part of the regional directors, and I believe 
on the part of the Federal managers, to bring the railroads back to 
the normal peace-time standard, and to meet what the shipping 
public has been educated to expect. As we get further away Irom 
the war we will get better results in that way. 

The Chairman. On the other hand, where the railroad company 
had a monopoly of certain freight movements, it could be, ana fre- 
quently was, as independent as it chose to be. 

Mr. Hikes. Yes, sir; I think that is true, too. 

Passenger Rates. 

The Chairman. You presumably fixed some of your passenger 
rates with the idea of controlling the movement of passengers so as to 
relieve the roads of the burden that passenger traffic put upon them 
during a time when the Government needs for freight movement made 
it not desirable to give free scope to the movement of peoples. That 
reason, presumably, has passed away. Are you proposing to adjust 
passenger service and rates so as to bring them back to normal 'i 

Mr. HiNES. So far as passenger rates are concerned, I should say 
that the only thing we did which could be regarded as intended to 
discourage passenger travel was chaining an additional half cent a 
mile for travel in Pullman cars. That is, the cars were so badly 
crowded that we did put on a half cent a mile. That was taken off in 
December. The 3 cents a mile which was made the uniform rate for 
passenger travel, involving an increase in a great many of the Eastern 
otates and some of the Western States, remains the standard rate. 
There is no purpose to reduce that, and really the 3 cents that the 
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railroad company gets now has no more purchasing power than the 2 
cents did before the war. There is no thought at present of reducing 
the 3-cent passenger rate. 

The Chairman. Is there any thought of letting the rate bear some 
relationship to the volume of passenger traffic — ^manifestly a 3-cent 
rate in some places would yield a very great loss and in some places a 
very great profit — or is it the policy of the Railroad Administration to. 
standardize that matter over the country at large on a similar basis 
with the Postal Service ? 

Mr. HiNES. It is practically a standard 3-cent rate throughout the 
country at the present time, except on a few branch lines where the 
rate is higher. Thbpe few bxanch-line rates were not reduced, and so 
it is approximately a standard rate. 

The Chairman. Has it been determined that that policy shall be 
maintained as against special rates that were given by the roads at 
various bferiods of time lor the encowagement of passenger travel. 

Mr. HiNES. During the war all special rates were cut out, but that 
policy will not continue, because by giving special rates an addi- 
tional passenger volume can be encouraged which it is profitable to 
carrv. Our plan is to try to get back to normal conditions. 

Air. Vare. Mr. Hines, between Philadelphia and Washington, for 
instance, we do not have any excursion rates; it is a flat charge. 

Mr. Hines. That is true. 

Mr. Vare. Recently I ordered some tickets to Florida and I was 
told that there was a saving of about 10 per cent if I bought return 
tickets. Why is that policy carried out on one road below Wash- 
ington and not carried out above Washington ? 

Mr. HiXEs. I am not familiar with the particular case; but, 
broadly, I should say the excursion rate would be on passenger travel 
which would be defiiiitely encouraged by giving it, and between here 
and Pliiladelphia my first impression would be that there would 
probably be no business reason for giving excursion rates. My im- 

[>ression is that the railroads under private management got away 
rom those reduced-rate tickets between Philadelphia and vVashing- 
ton before Government control, but I am speaking just offhand about 
that. I will be glad to look into that if you are interested, but I can 
not give you a really satisfactory answer. 

Afr. Vare. That comes to me at this time from my personal 
experience. 

Air. Hines. It ^yould be determined purely on the question of 
whether the business hoped to get an increased traffic by giving the 
excursion rate. 

Commodity Rates. 

Mr. SissoN. We had in all the Southern States what they called a 
commodity rate granted frequently bv the railroads without the 
State commission intervening, especially in reference to fruits and 
vegetables and in reference to gravel for building local roads. The 
clerk of our railroad commission was up here the other day, and I 
asked him somewhat about the increase of the commodity rates. 
For instance, we had a commodity rate on gravel that has been 
increased about 150 per cent. A great many of the counties had 
issued bonds and were having gravel hauled to surface roads. Of 
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course, after we got into the war not only was the work stopped, 
because we were not permitted to get the cars, but some of the com- 
modity rates on vegetables were increased very much more than that. 
Is there any intention on the part of the railroad management to go 
back to those commodity rates for the purpose of encouraging the 
building of good roads and the development of the food-producing 
areas contiguous to the roads ? 

Mr. HiNES. I can not speak in detail about that. Certainly our 
general policy is to have rates that will develop traffic. It must be 
remembered, though, that to a large extent the increase in rates 
merely reflects the universal diminution in the purchasing power of 
money. The increased rate now is really no higher, when you con- 
sider what the money the railroad gets will buy, than was the rate 
before. 

Mr. SissoN. You will appreciate at once the condition that many 
of the contractors in the States were in. They had contracts to build 
a certain number of roads, put the surface on at a certain figure. Of 
course, that was figured on the freight rate on gravel at the time that 
the contract was entered into. The inabilitv on the part of the 
contractor to get gravel caused the surfacing oi the roadbed to cease. 
Then, with the increase in the freight rate oi 150 per cent it is utterly 
impossible for those gentlemen, unless they are released from the con- 
tracts, without bankruptcy to comply with the contracts. 

Mr. HiNES. I should think if they made a contract before the war 
to do that work at a fixed price the increased price of labor would 
bankrupt them anyhow. 

Mr. SissoN. It is the completion of a road from Memphis to New 
Orleans through the central part of our State. It was ready for 
surfacing and they did actually begin surfacing some of the road. 
Then thev were denied cars, and the result is that roadbed is being 
destroveJ. 

Mr. HiNES. During the war we had to discourage the use of open- 
top cars for road materials, because they were all needed for fuel. 

Mr. SissoN. The explanation made to our people was that the 
Government needed tne cars, that the Government's need of cars 
was so CTeat that it was not possible to do otherwise. 

Mr. HiNEs. That was true during the war. 

Mr. SissoN. To stop the use of the cars. You issued an order after 
that permitting the use of the cars, but the rate is so much greater 
than the rate at the time the contract was made that that single item 
would bankrupt them. 

Mr. HiNEs. Undoubtedly under peace conditions it is particularly 
the intention of the Railroad Administration to stimulate road build- 
ing and every other form of activity that is possible. In doing that, I 
think it is important that the Railroad Administration should not be 
expected to disregard entirely the diminished purchasing power of a 
dollar, and if they now handled traffic at the old rate they would 
handle it substantially at a less rate. 

Mr. SissoN. I think that is true, but in view of the fact that the 
contracts were entered into in sections near these gravel pits, this 
commodity rate on gravel seems to do the contractors and the people 
generally a very great injury. 

Mr. liiNES. I can see how that must be an unfortunate case. The 
whole scheme of rate making in this country is that the rates must 
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be uniform. You can not make one rate to one man because he 
had a contract involving the rate and another rate to another man. 

Mr. SissoN. That commodity rate was made by the Illinois 
Central voluntarily as an encouragement to the building of roads ? 

Mr. HiNEs. Yes, sir. 

Mr. SissoN. They conducted a campaign themselves along with 
the county officials and people were induced to buv the bonds. We 
are in this condition — tne road is not completed and there is no 
remedy. 

Mr. HiNEs. If you will send me a letter in regard to that particular 
case, I will look into it. 

Mr. SissoN. I shall be glad to do so. 

Operation of Roads for Calendar Year 1918 — Working Fund 

iroR Railroads. 

The Chairman. Mr. Hines, in presenting your financial statement 
you undertook to explain a need at this time for $381,000,000 in 
connection with the operation of the roads for the calendar year 
1918 by stating that among other items taking moneys was the one 
of $247,000,000 necessarv as a working fund for the railroads. What 
was the amount, if you know, that the railroads used in their oper- 
ations ? Did it amount to as much or to a less sum ? 

Mr. Hines. I should say it amounted to more. When the ques- 
tion was under discussion as to whether the railroads shoulu be 
required to furnish a working capital, I think it was generally agreed 
that if a working capital was furnished it should be not less than 
one month's operating expenses, which would be about $325,000,000, 
broadly speaking. I think the view prevailed that a railroad com- 
pany neeaed to nave on hand enough cash to pay its expenses for a 
month and if it did not have that, that the payment of its bills would 
be very badly slowed down. 

The Chairman. It is your idea that by having one pool instead 
of many pools, which manifestly you had to have when the railroads 
were operated as separate organizations, you do not require quite as 
great a volume of fluid money ? 

Mr. Hines. I think we can ^et along with somewhat less. 

The Chairman. Do you estimate that you will have to continue 
at this same rate of $247,000,000 as a working capital ? 

Mr. Hines. We will need approximately that much right along. 
Of course, it will vary a little one way or the other, but approxi- 
mately we should have that much until Federal control ends. Then 
that money will be released. 

The Chairman. You stated, I believe, that as a reason why the 
railroads were not required to furnish a working capital along with 
the properties which tney turned over was the actual fact that as to 
many roads they did not have it, if they paid their bills, and that as 
to those roads that did have it, if required of them, it lessened to 
that extent their ability to take care of bills that might come due 
subsequently in connection with betterments, rolling stock, and so 
forth ? 

Mr. Hines. Yes, sir; that was my general proposition. I might 
illustrate that in this way: The company that I used to be connected 
with was the Atchison. It had at the beginning of Federal con* 
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trol an exceptionally large amount of cash. It had always been its 
policy to carry a large amount of cash. In taking care of its capital 
(ibligations it has about used up all of that cash — in other words, 
takmg care of its capital expenditures and obUgations since Govern- 
ment contix)] began. If the Atchison had turned over to the Gov- 
ernment a very large part of the cash it had as of January a year ago, 
it would have followed that it would not have had that cash lo pay 
on these things during the year. In that particular case they might 
have been able to borrow it. So, broadly speaking, it was almost as 
broad as it was long. What we left to the companies that had any 
surplus enabled them to that small extent to pay us back for the 
money that we had spent for them. 

Agents' and Conductors' Balances. 

The Chairman. Apparently you took over from the railroads 
$154,000,000 as the agents' and conductors' balances? 

Mr. HiNES. As a matter of fact, it was about $140,000,000 on 
.lanuarv 1, 1918. The amount has increased during the year. 
December 31, 1918, it was about $154,000,000. December 31, 1917, 
there was about $140,000,000. It was $140,000,000 that we took 
over. 

The Chairman. Do the railroads claim and do you concede their 
claim for a repayment in this statement of those balances ? 

Mr. HiNES. In working out the standard contract everybody 
seemed to settle dowTi to the conclusion that that was a current 
asset for which thev were entitled to credit. 

The Chairman. Why? 

Mr. HiNES. That they had their current liabilities to meet and the 
only way they could meet them was with their current assets, and 
the current liabilities were largely incurred in manv cases to pay for 
the materials and supplies which we took over, and many companies 
had bought materials and supphes and had not paid for them. We 
took over the materials and supplies and left them with the bills to 
pay. That was a part of their current liabihties. If we took the 
current assets away from them a very difficult situation would have 
hoen created in paA-ing their current liabilities. 

The Chairm;an. In point of fact, they did not pav all of their 
current liabilities, but the Railroad Administration dii ? 

Mr. HiNES. That was perfectly true; they did not have any money 
to pay them with. 

The Chairman. If I understand your statement you figure as of 
this date that you have tied up, irrespective of what you got from 
the railroads, $154,000,000 in conductors' and agents' balances? 

Mr. HiNES.* As of December, 1918. 

The Chairman. I mean as of December, 1918. 

Mr. HiNES. Yes, sh-. ^ 

Advances to Railroads tor Materials and Supplies. 

The Chairman. Then they turned over materials to you which you 
advanced them cash on which you fig^ure at $100,000,000? 

Mr. Hines. Again, that material wmch thev turned over to us was 
nauch in excess of that, but that grows out of a provision in the con- 
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tract which, as all the other provisions, is the result of these long 
negotiations and discussions, that where we had paid certain amounts 
for them on their current liabilities we would not require a payment 
if the materials and supplies that we had received from them were a 
certain figure. 

The Chairman. Will you please point to that provision in the con- 
tract, so it can be made a little more concrete? 

Mr. HiNES. In section 7 of the contract with respect to compensa- 
tion there is a provision that there should be deductions from the 
compensation for certain purposes and then there is this limitation: 

Nor shall such deduction be made in respect to additions and betterments which 
are for war purposes and not for the normal development of the company, nor in 
respect of road extensions. 

Then comes the part — 

Nor in respect of amounts due under paragraphs (a) and (d) of section four hereof, in 
cases where the current assets, including materials and supplies, of the company taken 
over by the director general under the provisions of this agreement clearly exceed 
the current liabilities of the company paid or assumed by the director general under 
said section. 

By virtue of that provision that in* cases where the current assets, 
including materials and supplies, clearly exceed the current liabilities 
with the result that we have a quick current asset of that sort, we 
will not deduct from their compensation certain amounts which they 
owe us, because of payments that we made on their account. That 
represents one of tne numerous questions of negotiation that was 
worked out between the companies and the Railroad Administration 
in order to accomplish a reasonably fair working basis, and the resuU 
of that is the estimated expenditure of $100,000,000, because we are 
temporarily prevented from collecting from the companies the 
amounts that we have paid on their account. 

The Chairman. As I understand your statement, your conductors' 
balances and your advances made to the railroads account for 
$254,000,000, which constitutes an ultimate asset? 

Mr. HiNES. Yes. 

The Chairman. But out of that asset or some other asset you 
would have to pay bills payable that were not settled as of the nrst 
of this calendar year, although due at that time, of $162,000,000, so 
that you would get a net asset, ultimately to come back to the 
Government, of $92,000,000 ? 

Mr. HiNEs. That is it, exactly. 

The Chairman. Now, in determining these advances of 
$100,000,000 to the railroads, what controlled you, the necessity of 
the situation for paying bills for the railroads that over and beyond 
assets you got from them netted this $100,000,000? 

Mr. HiNES. I will state my general understanding, and I would 
be glad to get it supplemented by Mr. Prouty, who has perhaps a 
more detailed knowledge of it. My understanding is that very 
largely those transactions took place near the beginning of Federal 
control. You see here was a situation where almost overnight the 
biggest single business in the countrv was transferred from one con- 
cern to another. The bills were still to be paid and there were hills 
still to be collected, and there could not be physically any instan- 
taneous separation between the old concern and the new. Ti)e 
result was that the company, as agent for the director general, 
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kept on doing business for the time being ju^.t a^ it did when it was 
acting for itself. It paid its bilh a? they came in and collected bilU 
as they came in. It was regarded, however, as being done as agent 
for the Government. The remit was that hv the time we could get 
any clear-cut separation, mo it of these tranmction^ had talcen 
place, and the result was that in the case of .some companies they 
owed the Government money. In the case of other companies the 
(lovernment owed the company money. 

Now, in case5 where the company owed the Government money 
and where the materiah and supplies taken over constituted this 
dear asset which could be regarded as collateral, the contract pro- 
vided that the Government would not make the company pav that 
hack for the time being; and the practical necessity, as Mr. Prouty 
y>()inted out, was that the company, generally apeakmg, did not have 
the money with which to do it. You see, the company, on and after 
.fanuary 1, 1918, was every day getting in these revenues which 
heUinged to the Government, and aho collecting its own bills, and 
aUo paying bills against the Government and against itself. It was 
all being done virtually out of a common treasury for the moment, 
and the upshot of those thousands of transactions back and forth 
re-;ulted in some cases in a balance w^hich the comnany owed the 
(lOvernment and in other cases in a balance which the Government 
owed the company; and that happened very largely right at the 
hcginning of Federal control, in what you might call the transition 
period, and these balances one way or the other are largely things 
of that sort which happened then, before there was any opportunity 
to have any independent consideration as to whether the bill ought 
to be paid by the Government or not; but in practice it was a bill 
that in the common interests ought to be paid, and there was only 
one fund from which it could be paid. 

The Chairman. That, of course, accounts for how the balance 
came to be $100,000,000 in the way of an advance by the Government, 
hut it does not necessarily say tKat in now striking a balance, when 
you are required to pay rentals, that you should not credit the fund 
that you owe the railroad by this previous advance. 

Mr. HiNES. That comes about by virtue of the provision in the 
contract that I called your attention to, and that, in turn, was the 
outgrowth of this discussion. The railroads pointed out that they 
simplv did not have the cash with which to pay those things, and 
therefore they ought not to be deducted, and that the Government 
had materials and supplies which constituted a protection and a 
security, and therefore it was reasonable and proper not to make 
them pay through a reduction from compensation. 

Process op Determination of Railroads' iNABir^iTY to Pay. 

The Chairman. Now I am coming to the thing which I have been 
wanting to reach all the time. By what process did you undertake 
to determine the fact, if it was a fact, when the railroads alleged their 
inabilitv to pay ? 

Mr. HiNES. Viewing the situation broadly, it was a fact that was 
clearly evidenced by the state of their accounts of December 31 that 
their current assets were not as big as their current liabilities. Of 

119534—19 6 



82 APPROPRIATION FOR CONTROL OF TRANSPORTATION SYSTEMS. 

course, in any particular company that miffht not have been the 
case, but this was a standard provision adopted because it was believed 
on general principles to be reasonable when the Government had 
this adequate collateral to protect itself. Now, Mr. Prouty, perhaps 
I ought to have asked you at the outset to have made an explanation 
of that. 

Mr. Prouty. No, Mr. Hines, you have made it better than I could. 
This all happens, Mr. Chairman, in the accounting section, and that 
section provides that once in three months accounts shall be stated 
between the railroad and the Government. Sometimes the Govern- 
ment would owe the railroad and sometimes the railroad would owe 
the Government. The original section provided that whichever way 
that might be, payment should be made, and either had the right to 
call on the other for payment. We would pay the railroad if we owed 
them anything and the railroad would pay us if they owed us, hut 
when we came to make up that section, Mr. Untermeyer, for example, 
came in and said, ^^Here, if you insist on payment from the railroad 
I represent, you bankrupt it. We can not make payment." So we 
said, ^' Very well; as long as your materials and supplies are sufficient 
so that we have in our hands undoubted security, and as long as you 
are willing to pay interest, we will allow that to stand." Now, that 
is the way this provision got in there, that the Government in its 
discretion was willing to desist from insisting on payment of that 
amount, but Mr. Untermeyer said, *'We do not want to leave it to 
the discretion of the Government. We want to put it in the contract, 
so it was finally put in the contract. 

The Chairman. If I understand you, it was put in the contract 
irrespective of the railroad's ability to pay or not to pay. 

Mr. Prouty. Yes; irrespective of the railroad's ability to pay or 
not to pay, although, as a practical matter, the indebtedness would 
only exist where the railroad was not able to pay. 

Mr. Hines. This is true, as I undrestand it, and Mr. Prouty, I 
would like for you to correct me if you think I misconstrue it. After 
all, this provision in the contract is merely one which protects the 
company against having this deducted from its rental. Now, if the 
company has got assets with which it can pay without deducting it 
from its rental, we expect it to pay. In other words, it does not defer 
the thing absolutely, but it is estimated after everything is said and 
done ther will be about $100,000,000 of it as to which the com- 
panies will not be in position to pay unless we deduct it from the com- 
pensation, and if we deduct it from the compensation, we will interfere 
with their ability to pay their interest, taxes, etc., and the contract 
simply provides that we will not do that; but it is a debt that the com- 
pany owes, and where the company is so situated so that it has or can 
raise the cash to pay it, we are in a position to say, '* You raise the 
cash and pay it, although we have agreed not to deduct it from your 
rental." 

The Chairman. Then, practically, it comes back to the question 
we discissed yesterday of the railroads ins'sting on and obtaining 
an agreement that guarantees to them money enough to pay their 
fixed charges in the way of interest, taxes, etc., and their dividends^ 

Mr. Hines. Well, not their dividends. This does not include a 
dividend proposition. 
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The CnAiHMAN. You can not separate tbeDt, can you? 

Mr. HiNEs. I sliould say it is true that it is on tne same basis as 
HiitTi" tlicy were asked to pay fitr additiuns and betterments. We are 
iiutler no contractual obligation to protect their dividends, but we 
UR' uoder a practical obligation to try to do it if they use every 
e[Tort to finance themselves. 

The CuAiit.MAN". But you can not offset this against whtvt you owe 
Lbem hy tue terms of tde contract you have agreed on ? 

Mr. fliNEs. No; but I want to emphasize that 1 have definitely in 
midil that the position will be maintained throughout with the rail- 
mud companies that they muat adopt every reasonable means to raise 
v.ip. money to pay what they owe the Government, and if they do not 
Hilopt every reasonable means to do it, we are entitled to deduct even 
»!■ against their dividends. 

Mr. Proitty. And furthermore, Mr. ("bairman, unless they have 
aruple security so that the Government is perfectly protected the 
dircrlor general has the right to make the deduction, any way. 

Mr. Si8so:«. In other words, the railroads that are able to pay back 
what they owe you, money which could go into the Treasury, will 
simply reduce the amount of bonds we will have to issue and not 
increase the indebtedness of the Government at this time of stress, 
ao where they can do it, they ought to be called upon to pay the 
Money at the earliest possible date. 

Mr, HiNES. In making our estimate of what we need, we have 
reduced, as we see it, the amount we do need to a minimum. 

Mr. Sis30N. Did you take into account any part of this $100,000,000 
that they might bo able to pay back ? 

Mr. HiNEs. Tiiis is the part we estimate they will not be able to 
psy back at the moment. It goes along with the $240,000,000 that 
we have invested for additions and betterments, which at the moment 
we do not see that we can get them to finance. 

Mr. Sissox. I would assume from that that the $100,000,000 has 
Wa advanced to the railroads, as a rule, in the worst condition 
MAncially, because in taking up these accounts it has not been 
neeeasar^ to advance to roads which had a great many outstanding 
Dula which were collectible, because those roads, if thev constituted 

large percentage of the 8100,000,000 advanced, would be able to 
pny It back, so tlierefore it has been the roads that have been in bad 
condition that have absorbed the principal part of this 5100,000,000. 

Mr. pROUTY. That is right, sir, I think. 

The Chairman. As I understatid it, the whole $100,000,000 is made 
op o( payments of bills for the railroads prior to the time we took 
toem aver. 

Mr. HijTes. Yos; it is the excess of that over the amount we ciil- 
leeted for them. 

The Chairman. Unquestionably. 

Mr. pRotrrr. Let us get tins right. Not altogether, Mr. Hiues. 
i<™ understand that these Federal treasurers were acting for the 
J^poration and for the director general both, and if interest was 
*W On their obligations after the roads were takcTi over, they paid 
twt interest without saying anything to anybody about it at first, 
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for a few weeks or a few months, or they were allowed to pay it. 
So that these advances are not all in payment of bills for materials 
and supplies. 

The Chairman. I did not mean to give that impression by my 
statement. But they in no sense represent an affirmative obligation 
which the Government created in the way of a betterment. 

Mr. Prouty, No, sir. 

The Chairman. They represent a liability previously incurred 
whether it had become due previously or not, either in the way of 
interest due or in the way of bills payable that the railroads owed; 
is not that true ? 

Mr. Prouty. Well, now, I am not sure but that they might repre- 
sent in some cases a betterment. They may have used their money 
for betterinent purposes. Now, that may be distinguishable under 
this contract, but the question is going to be under the accounting 
provision at the end of the first three months, How much does the 
railroad company owe the Government and how much does the 
Government owe the railroad company ? 

The Chairman. I understand that that is the bookkeeping side of 
it, but I am trying to get underneath the bookkeeping phase of it. I 
airt trying to find out what the character of obligations of the railroad 
it was you paid which over and above the moneys that they gave vou 
renresent $100,000,000. 

Mr. Prouty. They paid, because the two things were one — ^first, any 
bill which they paid which belonged to them to pay was charged to 
them in our accounting. If they paid for an addition and better- 
ment, that would be charged to them. It would not be charged to us, 
but I believe under the contract additions and betterments are 
especially dealt with. 

Mr. Parker. The additions and betterments would not be under 
this item of open account. 

Mr. HiNES. Mr. Chairman, as bearing on this point, it is important, 
I think, to carry in mind the thought that at the time Federal control 
began the one great concern of the Government was to improve 
rather than to injure a very unstable and uncertain financial condi- 
tion. In the President's proclamation taking over the railroads, the 
proclamation dated December 26, there was this provision: 

R?gular dividpnds hitherto declared and maturing interest upon bonds, d.^b«nturof, 
and other obligations may be paid in due cours », and such rrgumr dividends and intrT- 
est may continue to be paid until and unl^ ss the said dire c tor shall, from time to tim- . 
otherwise by general or special orders di'termine, and subj' ct to the approval of the 
director, the various carriers may agr3e upon and arrang? for the renewal and ext. nsion 
of maturing obligations. 

So that there was the idea right at the outset that here was an 
enormous, going concern that must be kept going, and the mere 
transition of possession must not interfere with the payment of 
interest that was maturing, and these amounts that were paid on 
behalf of the corporation really were paid in carrying out that policy. 
Now, the corporation owes it, and where the corporation can raise the 
money to pay it, it will be expected to pay it, out where it can not 
raise the money to pay it, ana where its materials and supplies con- 
stitute an adequate collateral, then we agree not to deduct from the 
rental in order to pay it. 

Mr. SissoN. Then under that clause, as the director general you 
would have the right, if you found any of these roads in a condition 
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to pay this money back, to have the money paid back by special 
order ? 

Mr. HiNEs. Under the contract which would now control, if the 
<*<>mpany was in position to pay, we would expect it to pay, and this 
represents the amount whicn at the moment we estimate the com- 
panies can not pay but which they will be able to pay later. 

The Chairman. How do you arrive at a determination as to what 
I he conipanies can or can not pay ? 

Mr. HiNES. We have the $290,000,000 of additions and betterments 
which win be left after we have deducted the rental that we can de- 
duct under the contract without interfering with dividends. We have 
the 8100,000,000 of advances secured by materials and supplies. 
Now, here is the practical situation: The companies all ovejr the 
country at this date, broadly speaking — and of course I can not deal 
with a separate company in a general statement — have a great many 
maturities to meet this year. Now, although they want assistance 
in meeting the maturities, my policy is going to be that they will have 
to meet their own maturities. They a£o have got to finance largely 
tlie additions and betterments that will be made in 1919. 

Our belief is, looking at it as carefully as we can and trimming the 
tiling down as much as we can, that if they meet their maturities, and 
if they meet a reasonable share of the additions and betterments made 
tiiis year that they can not, between now and, say, the Ist of May or 
»lune. when the lioerty loan is out of the way, finance any material 
part of these amounts. We are satisfied they have not got the cash 
<m hand with which to do it. They would have to borrow the money, 
nnd we do not believe, broadly speaking, they can go out in the mar- 
ket at the moment and borrow it. Now, in some instances, perhaps, 
a (»ompany will be able to borrow it; and in another instance it may 
turn out that a company can not do as much as we are counting on 
its doing. So, the best judgment we can reach on it is that the as- 
Miniptions we have given here represent all we can count on their 
<l(>ing and the minimum we can count on carrying. 

The Chairman. What I am trying to get at are the processes that 
you go through in order to arrive at the conclusion wnich you have 
stated. Presumably what you must do is this, to cast your accounts 
as they relate to each railroad and to ascertain what you have made 
in the way of advances which are secured by material and what you 
have made in the way of betterments as against any particular road, 
and then you determine what that road's usable assets consist of; 
and that involves consideration of its bonded indebtedness, and if 
you still carry with it the idea of continuation of dividends, its divi- 
dend payments with its rentals and its general credit in the market, 
in order to determine whether or not that particular road is able 
either out of usable assets or out of its borrowing capacity to get 
money enough to repay you. Now, I am trying to find out now you 
a tually work out that process in individual cases and through what 
personalities. 

Mr. HiNEs. If it is agreeable to you I am going to ask Mr. Eddy 
to explain that in detau. I just want to point this out as a general 
proposition, that right straight along, and especially since the armi- 
stiee, we have been trying to get these companies to finance as rapidly 
as they can, and we propose to keep that up, and despite all that is 
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in prospect, the general conclusion has been forced on us that thi^ 
represented the minimum we would take care of, knowing just what 
we have been able to accomplish and what seems in prospect now, 
but I would like Mr. Eddy to explain more in detail, because he ha^ 
been charged with this problem of trying to get these companies to 
finance this proposition. 

Mr. Eddy. As far as I am concerned this is the story: Until the 
9th of January I was assistant general counsel connected with the 
Division of Law; on that date I was made associate director of the 
Division of Finance, associated with Mr. John Skelton Williams, and 
I was charged with the particular matter about which you ask, that 
is, the taking up of the accounts of each individual company for the 
purpose of finding out the exact situation with respect to those 
matters that would appear on our own books, might be shown by 
their own conditions or would be disclosed by their own books; 
what their maturities were going to be, what their floating debt is, 
and their other corporate recjuirements, with the end in view, when 
it was all over, of endeavoring to collect all of these amounts that 
we have tied up with the companies. That is going on, but it is 
not a matter that can be handled with great speed because, just 
taking the class one railroads, there are about 171 of them. Of 
course, I can not tell you very much about what went on previously. 
I mean, as to the process that was used in arriving at results, and as 
to the figures submitted I can not say any more than that they were 
bound to be estimates. 

The Chairman. What do you admit as the legitimate liabilities 
that the railroads must meet and which, therefore, have to be pro- 
vided for out of the rentals you owe them before you can make deduc- 
tions for advances of any sort that may have been made ? 

Mr. Eddy. Well, we are governed as to that by the provisions of 
the contract. 

The Chairman. I do not know that I quite understand you. 

Mr. Eddy. Seven (6), of the contract is the controlling thing on 
that; that is, the amounts that may be deducted are specified in 
section 7 (b). 

The Chairman. I take it that what you refer to is this language in 
the contract: 

That said power tx) deduct amounts due or accruing under paragraph (b) of section 
5 hereof and the cost of additions and betterments not justly chargeable to the Unife-i 
States shall not be so exercised as to prevent the company from pa5ring out the pum-^ 
reasonably required to support its corporate organization, to keep up sinking fund? 
for the company's debts required by contracts in force December 31, 1917, to pa> 
its taxes to pay rents and other amounts (not chargeable to capital account) properlv 
payable by the company for leased or operated roads and properties, to pay interest 
which has heretofore been regularly paid by the company, and interest on loan? 
issued during Federal control and approved by the director general nor shall pu<'b 
deduction be made in respect of additions and betterments which are for war pur- 
poses and not for the normal development of the company, nor in respect of roaJ 
extensions nor in respect of amounts due under paragraphs (a) and (d) of section 4 
hereof, in cases where the current assets, including materials and supplies, of th** 
company taken over by the director general under the provisions of this agreement 
clearly exceed the current liabilities of the company paid or assumed by the director 
general under said section. 

Mr. Eddy. Yes. 

The Chairman. Do you undertake to check the railroads^ expenj>e> 
in order to determine what ones of them come within the description 
I have just read? 
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Mr. Eddy. Yes. You mean, that in addition to considering the 
status of our accounts with them, we look into their corporate affairs 
to find out what their corporate expenses are and what their fixed 
rharges are, and what their dividends would be? 

The Chairman. Yes. You have certain agreed amounts that they 
owe you. Now, you are permitted to deduct those amounts, whicn 
are agreed on, from the amounts you owe as rentals, provided that 
deduction does not prevent their doing certain enumerated things, 
which I have just read, and do you undertake to determine the obli- 
jration that those enumerated things place upon the companies? 

Mr. Eddy. Yes. 

Mr. HiNEs. If it does not interrupt I might add that we also look 
very closelv at all the income the corporation has from every other 
soiu-co and make it apply that to the fullest extent in satisfaction 
of these things; that is, it has got to absorb all of its other income in 
paying its rentals and dividends, and we protect it only as to what 
it has coming from the rental, because eacn corporation has more or 
less income fiom other sources, and we insist on that entire amount 
being used. 

The Chairman. If I understand your statement for 1918, you have 
concluded that the amount of rentals that you owe, and which can 
W deducted without depriving them of the power to do the things 
you stipulate in section 7 (6), is $214,000,000? 

Mr. HiNEs. Yes. 

The Chairman. And to that extent you reduce the amount that 
you are to pay and take credit on advances that have been made, 
either in the way of advances secured by material or in the way of 
betterments? 

Mr. HiNEs. Yes. 

The Chairman. So that the only thing that is left open to us as of 
ilUS is a judgment as to the wisdom, or lack of it, in connection with 
the making of these advances and betterments, and unless the Gov- 
ernment is to default on its aOTeement it must appropriate a net of 
S:?S1, 000,000 in addition to such part of the $500,000,000 as has been 
iHed ? 

Mr. HiNES. Yes; that is the situation. If it does not interrupt 
your line of thought, I would like to say right there — ^because it is 
^uc^gested by what we have been discussing — that I think it is impor- 
tant in all of these matters to keep remembering just how the thing 
stood at the time the armistice was signed on November 11. Up to 
that time the prospect of corporate financing was very unfavoranle; 
the Government was floating verv heavy loans and a very large Lib- 
erty loan was floated in the fall, so that the question of any con- 
siderable amount of corporate financing was very difiicult. Of course, 
the scene changed right away when the armistice was signed. We at 
once began looking at it from the standpoint of what we could do 
under peace conditions to make these corporations finance, and to 
fijnire out in the individual cases how thev stood and what we could 
call on them to do. 

That work has been progressing, and in order to expedite it Mr. 
Eddy was put in as associate director of finance and charged with that 
special duty. Eventually the work we have started since the armis- 
tice was signed will result in our being able to get a considerable part 
of those additions and betterments financed, but it can not be none 
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instantly, and meanwhile we are confronted with the settlement of 
the account for 1918. So I think those things it is important to bear 
in mind in connection with the $381,000,000 proposition; that we 
need that to carry out our settlements in accordance with our con- 
tract obligations, but that there will gradually develop, as we can 
press to a conclusion the various efforts we are making to get the 
corporations to finance, a considerable refunding on that account. 

The Chairman. I have been trying to look at this picture from two 
standpoints, the things which, so to speak, are foreclosed and about 
which we have no option, and those things which may be more or less 
open and about which the administration and the Government might 
have an option. Whether it would be desirable to exercise that 
option, on account of the causes that will flow, is another question, 
but I take it that in connection with advances already made to the 
railroads and with the betterments that have already taken place, 
and for which you will have to pay, together with the moneys that 
you have tied up, you will require $381,000,000? 

Mr. HixEs. Yes. 

Advances to New York, New Haven & Hartford Railroad. 

The Chairman. The $51,475,000 you advanced to the New York. 
New Haven & Hartford, was advanced because of the condition con- 
fronting that road and which could only be met through Government 
aid? 

Mr. HiNES. Yes; that was a condition that arose last spring. 

The Chairman. Did they have maturing securities ? 

Mr. HixES. They had $43,500,000 of notes that matured on April 
1st, Irst. 

The Chairman. What were those notes bearing? 

Mr. HiNES. I think they were 6 per cent notes. 

The Chairman. What effort, if any, was made to undertake to 
renew those notes with the investors who held them? 

Mr. HiNES. A very strenuous effort wps made in that directioji. 
The matter wrs the subject of repeated conferences, and Mr. Williams 
and I went over to New York and had conferences with the board of 
directors of the New Haven and its branches from Boston and New 
York, and the whole situation was very fully discussed. The bankers 
ins sted that it was impossible, with conditions as they then stood. 
to offer those notes on the market. The interest rates, even for the 
best securities, were very high, and the New Haven's credit had been 
badly shattered by the conditions that had arisen in recent years, 
and the New England credit particularly, where it had always been 
the practice to place New Haven securities, was in an especiall}' bad 
way, because New England had been very badly hit by heavy losses 
in New Haven as well as in Boston & Maine, and we became satisfied. 
not only from conferences with them, but from conferences with 
others who were familiar with the New England situation, and looking 
at it simply from the standpoint of the public, that it was not prac- 
ticable for the New Haven to refinance that note issue at that time. 

The Chairman. What length notes were they^ 

Mr. Hines. I think they were three-year notes that matured on 
April 1. 

The Chairman. An investment had been made in these notes? 
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Mr. HiNES. Yes. • 

The Chairman. If the interest on those notes were paid why 
would it have particularly disturbed the market situation if the 
investors had simply been required to carry that loan for a longer 
maturity? 

Mr. HiNES. Well, that was canvassed very thoroughly and the 
best judgment we could reach, after corsiderirg the whole thing, 
was that it would, in effect, be a default on the part of the New 
Haven; it would have had to pay any notes on which payments were 
<lomanded and they were very widely held; they were not held only 
by a few large holders and, as I say, we felt it would be, in effect, a 
default and at a time when the influence on the finances of the 
Government would be very unfavorable. They were then just 
getting ready to start the third liberty loan campaign, and the belief 
wus expressed, which we thought was correct, lifter a very thorough 
study of it, that it would be exceedinglv prejudicial with respect 
to the third liberty loan throughout New England if those notes were 
ilofaultcd on, as they would nave been, in substance, if they had 
.>ijid, ''We can not pay them, so you will have to renew them.** 

The action that was taken was taken with the greatest reluctance 
and in spite of the conclusion which Mr. McAdoo reached at the begin- 
furg of his admiristration as Director General, that the railroad 
i'ompaiies must finance their own maturities. He said that the 
Government was not respoi^sible for their having borrowed the 
money; it had not supervised how they had spent it, and that while 
the Gfovernment was willing to aid in makirg improvements which 
were necessary for war conditions it was not willii g to aid in financing 
maturities that had been created in the past. But despite that 
general principle he felt impelled, by reason of the peculair conditions 
surrounding that issue, to make that advance ana take care of that 
situation for the time being. 

The Chairman. Was any effort made to see whether some of the 
holders of the notes would be willii g to extend their maturity? 

Mr. HiNES. A general inquiry into the situatir/n was made, t)ut I 
do not know that that was gone into in detail and the various note 
holders interviewed about it; but opii ions were obtained of people 
who were in touch with them, knew their temper and knew how the 
i.otos were placed, and the judgment was reached that it w^ould not 
he a feasible thing to do. 

The Chairman. Wliat was the time and what were the conditions 
of the loan that the Government made ? 

Mr. HiNES. We made, in effect, a two-year loan. What we did 
was to make a one-year loan, giving them the option, if the stock- 
holders approved it, of making it two years. The intention was to 
give them a two-year loan, but imder the laws of Massachusetts, I 
believe it was, or some of the Now Ergl?.nd laws, the loan could not 
he made for more than one year without the approval of the stock- 
holders. So it was put in that shape and the stockholders did ap- 
prove it; so thev took a two-vear loan which, therefore, matures 
April 1, 1920. 

The Chairman. With what security i 

Mr. HiNES. There is collateral put up and I can give vou a list of 
that collateral. I have not the names of the securities in mind or 
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the amounts, but I can give you that information. Mr. Prouty, ilo 
you happen to rempmber* 

Mr. Prouty. No; I would not undertake to give all of those se- 
curities, but they were regarded as good collateral at the time. 

The Chairman. It was not regarded as good enough collateral liy 
the New England bankers to renew the loan ? 

Mr. Prouty. But in any ordinary times they would have bpcn 
willing to accept that collateral. There would not have been any 
question about the collateral in ordinary times. 

Mr. Hikes. If you like, I can give you a list of that collateral. 

The Ciiairmax. You might put such a list in the record. 

Mr. HrsES. The list is as follows: 

I , Th" [ollowing lioodB of the following 8"vi ral corporalioas; 

la) Ctiitral Nrw England Ry. Co., first mort^p 4 p-rc?nt SO-yar 
gold bondfl, du-> Jan. ], 1961, principal and inl.Tst guaran- 

t°ed hvtheNtw Yrrk, NrwHavnA Hartford R. R. Co Sl,5(«.rim 

(6) N^iw York A Stamford Ry. Co., tirstand r.^funding 50-y,'ar gold 

bonds, dn9 1 95R I>7S, 

if) Th" Nlw England St'.amahip Co,, 5 p?r cpnl first mortgage bonds, 

du= 1 934 4. SSO, OCO 

II. Thf following debenlur.a and notes of the foUowine several corpora- 

(o) Thfi Harlrm Rivpr & Port Ch-strr R, R. Co., 5 p-r c-nt prior 

li' n sold dnlifiiiuTf bonde, dat-d May I, 1915 13,000,oniP 

(6) Th" ("onnacticul Ci>., equitable lien 5 p?r cent gold debenturrs, 

liat'd Auk- I. 1916 1,000.«"> 

(t) Th'; N'-w England (nvestment & fi'-curity Co., 3, 4, and 6 per 

cnt r-fundins gold not b, du- 1924 ]3,7(in.nn" 

II r. Th" foUowiiis shar s of steck of the following s->veral corporations: 

(a) 98,132 ahar-B Old Colonv R. R. Co., a corporation of the Com- 

monwalth of llaBaachuB-ttB 9. S1;V 

( 6) 96,246 Bhar<-B Boalon & Provid-nc R. R. Corporation, a corpora- 
tion of the Cotii in on wealth of MaaBOchiiB 'lis 'yl', 

(f) 9,551 ahar b Provid'ncp A Wore strr R. R. Co., a corporation ot 
th" Conimonw, allh of Maaaachusetts and the State of Rhode 
Island 9w), 

(d) 971 Bharre Norwich A Wore et r R. R. Co., a corporation of the 
Common wealth of MaaBachuB;tiB and the Stats of Connecticut, 
pri't iT'd Birek 17, 

(r) 4,8fl7 ahar s Prnvid-nc Warr n 4 Bristol R, R, Co., a corpnra- 

tion of the Slat- of Rhod- Island, common stock -ISfl, 

l/j 2«l.600 sharfs New York, Ontario & Wi stern Ry. Co., a corpora- 
tion of the Stat- of X(W York, common stock 29, ino. 

iffi 22 shares New York, Ontario A Wrst'm Ry. Co., a corporation 

o( the ftaif of Xcw York, pref nrd stock 2, 

(A) 17,482 Bharrs Hartford & Connecticut W.strm R. R. Co., a cor- 
poration of the Staf-> of Connecticut, common stock 1,74*. 

If) 23,520 ahar-B Rutland R. R. Co., a corporation of the State of 

Vrrmont, prefprr.d stock 2.X'yl. 

(j) 37,370 sharrs Cnlral Xew Entrland Rv, Co., a corporation of th" 

Stole of New York, pr.'f-n-d stock 3, 737, (li« 

(t) 47,fl50 shaT'^B C'-ntral New England Ry. Co., a corporation of the 

Slate of Nc w York, common stock 4. 795.«»t 

il) 20,100 sliarrs Hartford & New York Transportation Co., a corpora- 
tion of the Stat" of Connecticut 2. 000.00' 

1111)5,000 sharrs New York A Stamford Ry. Co., a corporation of the 

Slat" of New York -iOO.lii I' 

In) 53,981 shai'S Rtrkshire Street Ry, Co., a corporation of the Com- 

monwi alth of MaBaachua"tts 5. 3flS. If"! 

lo) fi,500 shar b The Vermont Co., a corporation of the Stat> of V.r- 

monl- iJ-iO, "I'll 

<l>) 1.417 shar.s New Bidford, Marthas Vin-yard A Nantuck'^l 
Stamlioat Co., a corporaiinn of the CommonwLalth of Massa- 
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III. The following sharee of stock of the folio wing several corporations — 

Continued. 
ig) 30,000 shares The New England Steamship Co., a corporation of 

the State of Connecticut (preferred stock) $3, 000, 000 

(r) 28,124 shares The New England Steamship Co., a corporation of 

the State of Connecticut (common stock) 2, 812, 400 

(») 18,750 shares Eastern Steamship Lines (Inc.), a corporation of the 

State of Maine (preferred stock) 1, 875, 000 

IV. The certificates representing the entire beneficial interest in the fol- 

lowing bonds and the following shares of stock of the following 
corporations (legal title to said bonds and shares of stock being 
v^ted in court trustees) : 
(a) Provddence & Danielson Ry. Co., 5 per cent first and refunding 

mortgage gold bonds due May, 1931 600, 000 

(6) Seu View R. R. Co., first mortgage 5 per cent gold bonds, due July 

1, 1948 600,000 

(c) 400,000 shares The Connecticut Co., a corporation of the State of 

Connecticut 40, 000, 000 

(</) 1,015 shares Connecticut River R. R. Co., a corporation of the 

Commonwealth of Maasachusett^ 101, 500 

{€) 2,469 shares Concord & Montreal R. R., a corporation of the State 

of New Hampshire 246. 900 

(f) 1,464 shares Connecticut & Passumpsic Rivers Railroad Co., a 

corporation of the State of Vermont (preferred stock) 146, 400 

(g) 922 shares Northern R. R., a corporation of the State of New 

Hampshire 92, 200 

(A) 244,939 shares Boston R. R. Holding Co., a corporation of the 

Commonwealth of Massachusetts (preferred stock) 24, 493 

(0 31,065 shares Boston R. R. Holding Co., a corporation of the Com- 
monwealth of Massachusetts (common stock) 3, 106, 500 

ij) 63 shares Manchester & I^awrence R. R., a corporation of the 

State of New Hampshire 6, 300 

(k) 246 shares Hereford Ry. Co., a corporation of the Dominion of 

Canada 24, 600 

{I) 184 shares Vermont & Massa^'hussetts R. R. Co., a corporation 

of the Commonwealth of Massachusetti* 18, 400 

(m) 193 shares Ix)well & Andover R. R. Co., a corporation of the Com- 
monwealth of Massachusetts 19, 300 

(n) 412 shares Boston & Ijowell R. R. C^orporation, a corporation of the 

Commonwealth of Massachusetts 41, 200 

(o) 710 shares Pemigewassett Valley R. R., a corporation of the State 

of New Hampshire 71, 000 

(p) 73 shares Upper Coos R. R., a corporation of the State of New 

Hampshire 7, 300 

(7) 18 shares Concord & Portmouth R. R., a corporation of the State 

of New Hamp.shire 1, 800 

IV. The certificates representing the entire beneficial interest in the fol- 
lowing bonds and the following shares of stock of the following 
corporations (legal title to said bonds and shares of stock being 
vested in court trustees).— Continued. 

(r) 86 shares Peterborough R. R., a corporation of the State of New 

Hampshire * 8, 600 

{t) 84 shares Nanhua & Lowell R. R. Corporation, a corporation of the 
Commonwealth of Massachusetts and of the State of New Hamp- 
shire 8, 400 

(u) 354 shares Massawippi Valley Ry., a corporation of the Do- 
minion of Canada 35, 400 

(i) 96,855 shares the Rhode Island Co., a corporation of the State of 

Rhode Island 9, 685, 500 

(u) 9,132 shares Providence & Danielson Rv. (^o., a corporation of the 

State of Rhode Island " 35, 400 

(x) 7,000 shares Sea View R. R. Co., a corporation of the State of 

Rhode Island 700, 000 

The Chairman. That was your first loan, amounting to forty-odd 
million dollars ? 
Mr. HiNES. Yes; $43,600,000. 
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The Chairman. Subsequently you loaned them about $8,000,000 
more ? 

Mr. HiNES. Yes, m\ 

The Chairmvn. What was the occasion of that loan ? 

Mr. HiNES. I would have to look into that and get the details of 
that, because they are not fresh in my mind. 

Mr. Prouty. I think that was for the additions and betterments. 

Mr. Hikes. I do not have it clearly in my mind. 

Mr. Prouty. I may be wrong about that, but that is my recollec- 
tion. They may have gotten the money for some other thing, but 
the money has been invested in additions and betterments, and it 
was really advanced for that purpose. 

The Chairman. To what extent has the Government made better- 
ments for this road, besides financing it? 

Mr. HiNES. The New Haven? 

The Chair^un. Yes. 

Mr. HiNES. The amount of the additions and betterments made for 
the New Haven from Januarv 1, 1918, to December 31, 1918, was 
$12,610,924. 

Mr. Prouty. The New Haven had, Mr. Hines, about 83,000,000 
leeway between its standard return and its fixed charges, and the 
balance of those additions and betterments must be provided by the 
director general, and it was undei-stood that the same collateral s&ould 
stand as security for that advance. That is my recollection of it. So 
there will be some $8,000,000 or $9,000,000 to be provided for. 

The Chairman. In other words, of this $12,610,924 given to the 
New Haven in the way of betterments you expect to recoup your- 
selves to the extent of some $3,000,000 which represents the differ- 
ence between their fixed charges, including dividends 

Mr. Proijty (interposing). They pay no dividends. 

The CiiAiRi^AN. Then their fixed charges and the rental price. 

Mr. Prouty. That is right. 

Mr. Hines. That much per year. 

The Chairman. That deduction has been merged in this broad 
general statement? 

Mr. Hines. Yes. 

The Chairman. The result of the relationship of this particular road 
to the Government has been that you have made advances to it of 
about $61,000,000 net? The statement shows that you have loaned 
them direct $51 ,475,000, and you have made betterments for them to 
the extent of $12,610,924 ? 

Mr. Prouty. That is not as I understand it. I understand that the 
whole amount of our advances to them would be about $51,000,000. 
They had this indebtedness of $42,000,000 and they had additions 
and betterments to the amount of $12,000,000. The additions and 
betterments were to be provided for by taking about $3,000,000 from 
their standard returns and getting about $8,000,000 or $9,000,000 
upon their collateral. 

The Chairman. We would like to know the facts in regard to that. 

Mr. Hines. We will verify that and give you the exact mformation. 

The Chairman. You can put that in as a note right at this point 
in the hearing. 

Mr. Hines. We will do so. 
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(The statement is as follows:) 

Statement of account between the Director General and the New Yorhn New Haven A 

Hartford R. R. Co. as of Dec. .57, 191M. 

Due company: 

Standard returns $16, 867, 128 

Less advances thereon 1, 950, 000 

14, 917, 128 

Due Government: 

Loans 51, 475, 000 

Additions and betterments expenditures 12, 610, 924 

Balance of open account, corporate liabilities paid by Federal 
Treasurer in excess of corporate assets collected 6, 920, 884 

71,006,808 

Balance due Government 56, 0S9, 680 

The Chairman. What prospect is there of getting this money 
back ? You say that this loan of $42,000,000 was well secured by 
collateral. 

Mr. P^ROUTY. Permit me to say in explanation of what I have just 
said that I know nothing about the transactions since the loan was 
made. I know what was contemplated at that time, but I do not 
know what has been done. 

The Chairman. But to the extent of $42,000,000, you think you 
hold collateral ? 

Mr. Prouty. To the extent of $51,000,000 we hold sufficient col- 
lateral, as I understand it. 

The Chairman. I may be wrong, but I gathered the impression 
that your first loan was your secured loan, or that you had collateral 
that was supposed to be ample to secure that loan. 

Mr. Prouty* That collateral was supposed to be sufficient to secure 
not only that loan, but the additional sum mentioned. Those ad- 
ditions and betterments I have figured out at about $9,000,000. Of 
course, I can not carry all of these things in my head, and I have not 
been over this within the last eight or nine months, but that is my 
recollection of it. 

Mr. HiNES. We will give you a careful staten:ent showing the 
exact situation in regard to that. 

The Chairman. Is it contemplated that this debt will be liqui- 
dated at its maturity ? 

Mr. Hinbs. I think that with anything like normal business con- 
ditions that may be financed outside when it mature?. 

The Chairman. In advance of normal conditions will we be called 
upon to renew the loan and hold the collateral, or will we find so one- 
body to take it off our hands, as the original lenders found the Gov- 
emment to take it off their hands ? 

Mr. HiNES. We will not find anybody as much interested in the 
general situation as the Government was. I think that with any- 
thing like normal conditions that loan ought to be financed outside 
when it matures. Of course, if conditions are very abnormal, the 
Government would have to decide between renewing the loan or 
selUng the collateral, and if the conditions were very unfavorable it 
^ht be a bad time to sell' the collateral. 
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The Chairman. Is any of this $100,000,000 in the way of advances 
being advanced to the New Haven, other than the amounts we have 
been discussing ? 

Mr. Parker. That same item is shown in schedule 9. In other 
words, we estimated that we would not be able to collect that amount 
from the New Haven. That $6,900,000 is a part of the $100,000,000. 

The Chairman. Suppose, as an illustration, you throw in together 
the whole situation touching the financing of the New York, New 
Haven & Hartford Railroad. 

Mr. SissoN. Put it in one short, concise statement. 

Mr. HiNES. We wiU do so. 

Open Accounts. 

The Chairman. You have here a schedule which undertakes to 
show the amounts due the Government on open accounts, and which, 
I presume, is what goes to make the $100,000,000 that we have been 
dealing with heretofore. 

Mr. Mines. Which schedule is that ? 

The Chairman. I am looking at schedule 7. That schedule shows 
sums totaling $157,320,724. 1 presume that schedule 9 will show 
the amount which it is estimated can not be collected through income. 

Mr. HiNES. Yes, sir. 

The Chairman. That seems to show a total of — -- 

Mr. Parker (interposing). $114,000,000, as shown at the bottom 
of sheett2 of schedule 9. 

The Chairman. If I understand the tables that have been sub- 
mitted here, sheet 7 imdertakes to show the amounts due the Govern- 
ment on open accoimt as of September 30, 1918? 

Mr. Parker. Yes, sir. 

The Chairman. And it shows a total of $157,320,724? 

Mr. Parker. Yes, sir. 

The Chairman. Sheet 9 purports to show the amounts that can 
not be paid out of rentals, but which will be claims against the various 
conipanies secured by the material and supplies which are on hand. 

Mr. Parker. Yes, sir. 

The Chairman. And it totals $114,330,510? 

Mr. Parker. Yes, sir. 

The Chairman. The note states — 

As the amount of credit it will be necessary to allow the companies for material and 
supplies in settlement of open accounts haa not yet been definitely ascertained, it was 
thought best to reduce the above estimate to the round figure of $100,000^000 in con- 
nection with the appropriation. 

Mr. Parker. Yes, sir. 

The Chairman. That is the $100,000,000 that we have been talking 
of in connection with this broad and general statement you have made i 
Mr. HiNES. Yes, sir. 

Account of Atchison, Topeka & Santa Fe Railroad. 

Mr. SissoN. We wUl take a large account like that of the Atchison. 
Topeka & Santa Fe Railroad. There is an item of $1,828,236 on page 1 
of schedule 9, and I see that the same amount appears in schedule 7 
sheet No. 1, as a deferred payment. It is not included, I presume, in 
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the accounts you are likely to collect very soon. Now, what investi- 
^'.ition, for example has been made of this railroad in connection with 
referring the collection of that account? 

Mr. Parker. I can not sav that we have taken each individual 
r lilroad and run it down to see whether it was likely to pay these 
amounts, but we have assumed to take the total income which 
that company would have over and above the amount required for 
the payment of its interest, dividends, and other charges, or such 
charges as we are required to permit it to pay under tlie contract 
and it seems to me that if we assume to take all of its additional 
income ovet and above its interest, dividends, etc., it would not 
have any other money to pay it. 

Mr. SissoN. There nas been no request on the Atchison, Topeka & 
.Santa Fe Railroad to pay that money ? Will they keep on owing that 
<»pen account without any effort being made to collect it ? 

Mr. Parker. On the face of the account we owe the Atchison, 
Topeka & Santa Fe Railroad compensation, less certain deductions. 
We have not vet reached the point where we have determined how 
far we can go in making deductions from each separate company. 

Mr. SissoN. Do you owe the Atchison, Topeka & Santa Fe Rail- 
road an amount anything like $1,828,236^ 

Mr. Parker. I can show 3"ou approximatel}' what is the situation. 
We owe the Atchison, Topeka & Santa Fe Railroad $38,000,000 
on account of its rentals. We had not made them a single advance up 
to December 31. 

Mr. SissoN. Then they can pay this money. 

Mr. HiNEs. Up to the present we have money due that company 
much in excess of what is due us. 

Mr. SissoN. Then, from this $100,000,000 you could eliminate 
this .$1,828,236? 

Mr. HiNES. Taking that company as an illustration, there have 
hoen expended for the year 1918 $22,385,000 for additions and better- 
ments. That is shown on schedule 2-a. Then we have expended 
for the company on open accounts 81,tS28,236. Now, from the 
standpoint of what we can deduct under the contract, I understand 
that considering the large amount of additions and betterments that 
we have got to deduct as we can for, we have not also the right to de- 
<luct the $1,828,236. 

Mr. SissoN. Of course, this does not show anything like the income 
of the railroad, or what the Government owes the railroad. This is 
>imply business that the railroad did for the Government ? 

Mr. HiNEs. No, sir; that represents rentals. 

Mr. SisaoN. Rentals alone ( 

Mr. HiNES. Yes, sir. 

Mr. SissoN. In order to determine, then, whether or not the rail- 
road company will be able to settle that account, you would have to 
take the income of the railroad 

Mr. HiNES (interposing). You have got two stages: In the first 
)lace, you take what you will owe the company, and you consider 
low much of that it will need under the contract with which to pay 
interest, taxes, dividend^, etc., taking first into consideration all of 
the other income that it has from other sources, and what is left of 
the rentals after making allowance for the necessary amount of 
interest, taxes, dividends, etc., you might apply to offset any amount 
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that we have expense for additions and betterments and on this 
open account. Tliat can be figured out now. Now, it is evident 
from the size of the expenditure for additions and betterments that 
we are not in a position to take all of that and also this $1,82^,2.36 
oil open account. 

Mr. SissoN. That would be $22,385,203 for betterments plus this 
other amount you have advanced? 

Mr. Hikes. We could not deduct all of that under the contract 
from the railroad, because the amount needed for interest, taxes, 
dividends, etc., would be so great that there would only be three or 
four million dollars left after the deduction. The purpose in making 
up this statement is this: It can be ascertained that the AtchisDn, 
Topeka & Santa Fe Railroad can not be required to pay out of its 
rentals this $1,828,236, but when we go to make a settlement with 
the Atchison, Topeka & Santa Fe Railroad, we can see how tlip 
account stands, and we will then be in a position to say, "you owe 
us this money, and j'ou must go out and borrow the money and pay 
us;" because the Atchison, Topeka & Santa Fe .Hailroaa Co. is a 
company with adequate credit and it can be requested to do that. In 
the first place, it takes time to make the settlements. It will prob- 
al)le be two months or more in 1919 before the final f^ures for lfll!> 
can be made up absolutely so that a settlement can be struck with the 
company. Then, it takes some time to do this financing of the 
interest, etc. By the end of the first six months of this year, we will 
be beginning to get a lot of those things re-financed, but, m the mean- 
time, we are in the position of owing money for the calendar year 
1918. 

Mr, SiasoN. What is beinc done in the way of an investigation of 
this railroad company's books under your authority to ascertain its 
condition? As the Director General of Raiboads you can require 



them to pay that money, can you not, irrespective of the contract, 
by special order ? You have the right to issue special orders, have 
yi )u not ? 

Mr. Hikes. I do not think a special order would be needed. We 
have the leverage that would require them to go out and borrow the 
money to pay us off as soon as we could reasonably determine, con- 
sidering the general financial condition, what course to pursue. You 
must take a little time to straighten out the accounts or to see what 
is owing you, and then a little time, which might be even two or 
throe months, for pcrfectmg the details and plans for getting the 
money. In the meantime we are in a situation where we have to 
pay our obligations for the calendar year 1918, and we need money 
to do it. 

Mr. SissoN. What I had in mind was to ascertain what effort had 
been made or would be made in connection with these various com- 
piuiies to see that they liquidated these open accounts with the 
Giivernment, or the accounts that are due the Government that 
make up this $100,000,000. 

Mr. Hikes. There will be a most strenuous effort to do that, with 
wliat leverage we have, if they do not resort to every reasonable 
means to do it. 
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Account of Illinois Central Railroad. 

Mr. SissoN. Take, for instance, the Illinois Central Railroad. The 
finances of that railroad have aLvays been in good shape, although I 
do not know how they are under Government management. 

Mr. HiNES, It ought to find a way of financing it. 

Mr. SissoN. That is only S?, 3 11, 365, and I am wondering why a 
ruilroad company like the Illinois Central should want to defer that 
account. 

Mr. HiNES. It has also its additions and betterments, and the 
\\hole thing has got to be added together to find out what we have 
Uio right to deduct for these payments. Then we have got to take 
into consideration the financial conditions, and determine how 
rapidly we can make them liquidate. The expenditure of the Illinois 
(Vntral for additions and betterments is $24,830,199, so that it has 
that amount in addition to the open account to finance. 

Mr. SissoN. What is the rental of the Illinois Central ? 

Mr. Parker. $16,282,000. 

Mr. SissoN. Does that include all of the branch lines ? 

Mr. Parker. Yes, sir. 

The Chairman. Mr. Hines, suppose there is placed in the record a 
statement which would be more or less of a consolidation of th(v 
statement that now purports to show the amount due to the Gov- 
ernment on open accounts by various roads and the statement which 
purports to snow the expenditures that have been made in the way 
of betterments to those same roads, so that the total advances that 
have been made for all of the roads may be seen, irrespective of 
whether the advances be in connection with open accounts or better- 
ments, and then as against that the amount of rentals that will be 
applied in liquidation of such investment or advances ? 

Mr. Hines. I shall be very glad to have the statement prepared. 

(The following is a statement consisting of two exhibits, showing 
the facts called for by the chairman's question:) 

110584—10 — 7 
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108 appbopriation fob control of tkansportation systems. 
Bettehments. 

The Chairman. You testified, Mr. Hines, that $290,000,000 had 
been paid out by the Government in the form of betterments to t!ie 
railroads during the calendar year of 1918, that one-half of that rep- 
resented equipment, speaking in a general way, and that one-half was 
in the way of additions and betterments, pure and simple. That i-' 
correct t 

Mr, Hines, I think there is a misunderstanding if I am reported as 
saying that the $269,000,000 is divided equally between equipment 
and road. The fact is that the road would represent a little le=s than 
one-third and the equipment two-thirds. 

The Chairman. Your figures are $290,000,000 for betterments? 

Mr. Hines, Yes, sir. Of course, there would have to be somP 
arbitrary division between improvements to road and acquisition of 
■equipment, because we give a total figure for improvements to road 
and for equipment, and then we deduct from that certain things. It 
is purely a question of bookkeeping whether you deduct more from 
road or from equipment, and probably we would want to deduct 
more from road, certainly in many cases, because that would be a 
better security for the equipment. It would be a question then of i 
how that is worked out so as to give, us the best security in "each case, j 
Broadly speakingi the amount involved represents about one-third 
improvements to road and two-thirds acquisition of equipment. 

The Chairman. I do not know that I follow you. If I understand 
it, you have actually spent or obligated yourself for physical thing? 
which you speak of under the general term of "betterments" to the 
extent'of $290,000,000? 

Mr. Hines. I will explain how the $200,000,000 item is arrived ul. 
In the calendar year 1918 there was expended for additions and 
betterments to road $283,945,575, and for equipment $289,388,54>!. 
This made a total of capital expenditures for the calendar year lOlS 
of $573,334,119. We then estimated what part of the rentnl of 
each company was available to apply under the, contract in paynien' 
for these capital expenditures, and we applied the surplus rental. 
firet, to the improvements to road and then, if any surplus rental 
still remained, we applied the balance to equipment. After makinp 
this application it appeared that there remained capital expenditure^ 
not taken care of by the permissible deductions from rental, "f 
improvements to road, $111,388,455, and acqui'^ition of equipmeni. 
$247,734,474. or a total of $;i.59. 122,929. There remain still to he 
deducted amounts which the Government owes the railroad com- 
panies on open account of $68,204,646 which, under the contract. 
can be deducted, with the result that there will still remain due by tlie 
companies for additions and betterments to road and for equipmeni 
for the calendar year 191S, the sum of $290,918,283. The appli- 
cation of the last-mentioned deduction of S6S,204,646 by companies 
and through the primary application thereof to improvements \<:< 
roads, is now being worked out. and when that is worked out I can 
then give the final figures as to what part of the $290,918,283 rcprt*- 
sents additions and betterments to roads and what part reprcseeii" 
equipment. 

The Chairmax. And until that is worked out there ean not he 
ascertained the total advances in the way of capital account whicli 
the Government has made toward any particular road i 
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Mr. HiNES. Yes; but that is being worked out to-day. 

The Chairman. You would be able to supply then a table which 
will show practically the extent to which the Government has made 
advances that it will not now recoup itself for to each of the railroads ? 

Mr. HiNES. Yes. 

The Chairman. Now, what determined the total of five hundred 
and seventy-three million and odd doUars that you put into better- 
ments ? 

Mr. HiXES. Shortly after the Government took possession of the 
railroads we called on the railroad companies wmch were still in 
possession of the properties as agents for the Government to submit 
budgets of the capital expenditures which in their opinion were 
iHTcssary for the calendar year 1918. We emphasized that on 
account of the heavy demand for materials and labor and on account 
of the difficulties as to financing these capital expenditures should 
ho restricted to those that were essential. As a result of this request 
the corporations submitted budgets which showed a total of over 
? 1,300,000 ,000 of capital expenditures which they represented as 
essential for the calendar year 1918. The Division of Capital Expendi- 
tures was created in our organization with Judge R. S. Lovett as the 
<lirector in charge of the division, and he, acting in conjunction with the 
rpg;ional directors, undertook to revise those budgets and cut items 
which appeared not to be sufficiently essential to justify authoriza- 
tion in time of war. As a result the budgets were reduced to some- 
tliing over $900,000,000. Subseauently, and principally on account 
of the additional equipment which was felt it was necessary to order, 
the totd amount authorized during the year 1918 increased until it 
was about $1,300,000,000, close to the figure originally proposed by 
the corporations themselves,* but slightly oelow that figure. 

The difficulties in the way of making improvements and obtaining 
onuipment on account of the scarcity of material and the scarcity of 
labor were such that this program could only be carried out in lact 
to the extent of the $573,000,000 which I have mentioned. So that 
the expenditure made was made as the result of budgets made and 
revised, as I have pointed out, on the theory that the things pro- 
posed were essential even in time of war, and the amount actually 
t'xpended was greatly below the authorization on account of the 
difficulties in the way of getting materials and labor. Attention 
was given throughout the year to expediting those expenditures 
which were most needed for war purposes. At the outset prefer- 
t^nce was given to a study of the requirements on the Pennsylvania 
Railroad, where to a greater extent than anywhere else the newly 
Treated war industries were established. So that, broadly speaking, 
I should say that the expenditure of $573,000,000 represented what 
was actually practicable to expend in carrying out a program which 
had been adopted with a view to what was needed from the stand- 
point of the war necessities. 

The Chairman. How far was the original estimate that was sub- 
rnitted by the railroad companies in response to your inquiry as to 
their view of the capital expenditures necessarv lor 1918, the esti- 
mate that they had for themselves at a time when they might look 
forward to their own financing, and how far was it predicated upon 
the idea that the Government was going to do the financing ? 

Mr. HiNES. I do not believe we have any way of giving an accurate 
statement on that. As to some of the important companies, which 
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made a practice of getting up a budget at the beginning of each year. 
I am satisfied that they simply gave the budget tnat they had alreadv 
prepared when they had not foreseen Government control. In the 
case of some companies, and I think it is notably true of the Penn- 
sylvania, the budget proposed was one which was proposed with 
direct reference to war needs, and I am disposed to assume it was 
exactly what the company would have proposed anyhow; but in 
any event, it was very largely controlled by actual war necessities. 
It is not practicable, however, in my opinion, certainly within a 
reasonable time, to have an analysis made which would give a really 
thorough answer to the question you ask. 

The Chairman.v The reason for my inquiry was to draw an infer- 
ence, if one might draw it, as to how far the railroads would have been 
forced to have gone forward with these betterments if they had con- 
tinued in control in order to maintain themselves under the condi- 
tions that confronted them, and how far they represent a desire 
to finance things that were wished for and yet might not have been 
undertaken if tney had had to do the financmg themselves. 

Mr. HiNES. I believe in view of the instructions given that that 
was not a very important motive in making up any of the large 
budgets. In instructions which were given on February 2, 191N. 
when the budget was first -called for, the Director General laid down 
this rule. He said : 

In determining what additions and betterments, including equipment, and what 
road extensions snould be treated as necessary, and what work already entered upon 
should be suspended^ please be ^ided bv the following general principles. 

(a) From a financial stand]>oint it is highjy important to avoid the necessity for 
raising any new capital which is not absolute necessary for the protection and develop- 
ment of tne required transportation facilities to meet the present and prospective 
needs of the countnr's business under war conditions. From the standpoint of the 
available supply of labor and material it is likewise highly important that this supply 
shall not be absorbed except for the necessary purposes mentioned in the precedmg 
sentence. 

(b^ Please also bear in mind that it mav frequently happen that projects which might 
be regarded as highly meritorious ana necessary when viewea from the separate 
standpoint of a particular company may not be equally meritorious or necessani' 
under existing conditions when the Government has possession and control of the 
railroads generally, and therefore when the facilities Heretofore subject to the ex- 
clusive control of the separate companies are now available for common use, when- 
ever such common use will promote the movement of traffic. 

Now, the original budget, as proposed by the corporations, aggro- 
gated $1,329,000,000, and they were reduced to $975,000,000. So I 
believe that to any extent there may have been the sort of motivo 
you suggest it was to cut out in the revision that took place. 

The Chairman. And that revision then went through another 
revision upward that brought you back practically to where yon 
were before ? 

Mr. HixES. That was largely through the addition of this large 
amount of equipment. I might say that general instructions issiie(f 
a little later on, March 21, were to the eiTect that the construction of 
new lines or branches or extensions of existing lines shall not be 
entered upon or contracted for without the Director General's ap- 
proval, and there are various limitations to prevent the corporation^^ 
themselves going ahead on their own initiative on any large projects 
until thev were advised. 

The Chairman. In view of the fact that the raikoads thc.nselve- 
asked for betterments in excess of anything that was done, are they 
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now admitting their liability for the betterments that have been 
nmde at the cost at which they were made ? 

Mr. H1NE8. The contract we have made provides that the fact that 
any addition or betterment was made at a given price shall not be a 
I'jisis for the asvsertion of a claim for damages. In other words, the 
contract entitles the Government to collect the fnU war price that 
it liad to pay for any improvement or equipment that it ordered the 
company to make or acquire, provided the fact of reasonable necessity 
i^ ostablished ; that is, the question of price will not be an issue in view 
of the provisions of the contract. Now, as to additions and better- 
ments to wavs and structures, I should sav that what was done was 
vorv much below what the corporations themselves recommended. 

So I do not believe there will be any basis, except in a very unusual 
< rtse and clearly an exceptional case, to claim tne thing which the 
(lovemment did was not reasonably necessary. v\s to equipment, 
the same thing is substantially true of locomotives. The locomotives 
i)r(lered by the Government wore practically no more than what the 
corporations themselves had proposed, with one of two slight excep- 
tions. There will be more basis for a contention about the cars, 
and yet the total number of cars ordered represented no more than 
t) p annual wastage of cars; and I beUeve that while there has been a 
sreat deal of reluctance on the part of the companies to accept the 
cars, they will have very little success in attacking the ordering of 
the cars or the allocation of them. 

The Chairman. From that I judge that you expect that the 
$.573,000,000 worth of capital investment will substantially have 
to be admitted and accepted by the railroads ? 

Mr. HiNEs. I think that is true, and eventually I think they will 
have to come to that. 

The Chairman. Ho-w far are they contesting it ? 

Mr. Hikes. So far there is no actual contest started. A few of 
the companies up to the present time have been unwilling to accept 
the allocation of cars. Practically all of them have accepted the 
allocation of locomotives, and I think there is virtuallv no attack on 
the additions and betterments. 

The Chairman. How much of the $573,000,000 went into cars ? 

Mr. HiNES. The maintenance of way expenditures for the calendar 
year 1918 were S265,967,131. The equipment expenditures for 1918 
were $289,802,068. Of those equipment expenditures a very large 
j>art represented equiprhent which had been ordered by tlie com- 
])anies themselves prior to Federal control, but which was not deliv- 
♦Ted until during Federal control, so tliat practically half of the 
^2*^9,802,000 of equipment represents equipment that the companies 
H emseives ordered and as to which there could be no possibility of 
controversy. The other half approximately represents equipment 
f>rdered by the Railroad Administration, but of that amount 
^40,329,902 represents locomotives, as to ^^hich there is practically 
no dispute, and only .S77, 186,000 represents cars, as to part of wi.icn 
tl.ere may be some dispute but whicn I think will not be successful. 

The Chairman. Suppose you put in the record at this point this 
table which purports to show expenditures from January 1st to 
December 31, 1918, in connection with work chargeable to capital 
account by classes of work for class 1 railroads. 

Mr. HiNEs. Yes, 



112 APPROPRIATION FOR CONTROL OF TRANSPORTATION SYSTEMS. 

(The statement referred to follows:) 

Expenditures from Jan. 1 to Dec. SI, 1918, in connection with work chargeable to rapiui^ 

account, by classes of work, for Class I railroads. 

Widening cuts and fills, filling trestles, etc $4, 478, W 

Ballasting 4, 745. Ji'i.') 

Rails and other track material 16, 120, 4H() 

Bridges, trestles, and culverts 23, 077. ">n2 

Tunnel and subway improvements ! 1 , 0:^3. 7^j» 

Track elevations or depressions 3, 004. ^7'> 

Elimination of grade crossings 4, 001 . -i * 

Grade crossings and crossing signals 1 , 020, ol '» 

Additional main tracks. 31 , 738, 0"" 

Additional yard tracks, sidings, and industry tracks fil , OM. H •" 

Changes of grade or alignment .* 3. 378, (Kh^ 

Signals and interlocking plants 0, 775, 72'> 

Telegraph and telephone lines 2, 902, 47 . 

Roadway machinery and tools 1 , 472, 07i» 

Section houses and other roadway buildings 2, 430. «)M» 

Fences and snowsheds 1, 054, fi2'^ 

Freight and passenger stations, office buildings 1 8, 513, 5! 2 

Hotels and restaurants. 49i). '^'»(i 

Fuel stations and appurtenances 4, 053, 2'' ; 

Water stations and appurtenances 6, 503, OS(i 

Shop buildings, engine houses, and appurtenances 32, 01 2. 7*^'' 

Shop machinery and tools 8, 485, 07 * 

Electric power plants, substations, etc 0, 904. 5^» 

Wharves and docks 1 , HIO, 7''^ 

Coal and ore wharves 4, 771, 0*> 

Grain elevators and storage warehouses 1 , 935, 470 

Real estate 410, r.jo 

Assessments for public improvements 1 , 532, (i04 

All other improvements 6, 225, 31.' 

Total (excluding equipment) 265, 907, 1:^1 

Locomotives, steam 64, 1 25, •''Hl^ 

Locomotives, steam, ordered by United States Railroad Administration. . 40, 329, Jml' 

Locomotives, other 985, 32(» 

Frei8:ht-train cars 73, 423, m:' 

Freight-train cars, ordered by United States Railroad Administration. . . 77, 180, 507 

Passenger-train cars 9, 475, ;i2<i 

Work equipment. 1 , 959, ()!'» 

Motor car and trailers 55. 32^ 

Floating equipment 820, 19"> 

Miscellaneous equipment 425, 30<> 

Improvements to existing equipment 21, 010, 04'^ 

Total equipment 28 9, 802. 0<»^ 

Construction of extensions, branches, and other lines 17, 564, 92«^ 

Total all work 573, 334, H« 

Note. — Actual for 11 months to Nov. 30, 1918; estimated for December. 

Expenditures from Jan. 1 to Dec. 3U 1918, in connection with work chargeable to capitfi 

account for class 1 railroads. 

Alabama & Vicksburg Ry .$137, On*; 

Alabama Great Southern Ry 808, 3S7 

Ann Arbor R.R 147,601 

Arizona Eastern R. R 180,8:^»' 

Atchison, TopeVa & Santa Fe Ry 22, 385, 20' 

Atlanta & West Point R.R 509, 722 

Atlanta, Birmingham & Atlantic Ry 489, 73:^ 

Atlantic & St. Lawrence R.R 239, 93« 

Atlantic Citv R.R 59, «Pr 

Atlantic Coast Line R. R .• 4, 296, 431 

Baltimore & Ohio R. R. (including Coal & Coke) 18, 239, 9:^^ 
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Bangor & Aroostook R. R . : $425, 784 

Beaiimont, Sour Lake & Western Ry 47, 863 

Bessemer & Lake Eri^ R. R 3, 107, 019 

B(>:?ton A Maine R. R 3,757,532 

Buffalo & Susquehanna R. R 8, 696 

Buffalo, Rochester & Pittsburgh Ry 7, 243, 590 

(arolina, Clinchfield & Ohio Ry 2,181,454 

( Vntral of Georgia Rv 1, 838, 185 

< >ntral New England Ry 358, 721 

< Vntral R. R. of New Jersey 6, 332, 690 

( Vntral Vermont Ry 110, 103 

< harleston & Western Carolina Ry 36, 063 

( hesapeake & Ohio Ry 6, 219, 031 

< hirago & Alton R. R 1, 804, 309 

Chicago & Eastern Illinois R. R 3,341,595 

rhicago & Erie R. R 184, 250 

< hi(^o & North Western Ry 11, 961, 537 

< hirago, Burlington & Quincy R. R 11, 579, 651 

< hirago. Detroit & Canada Grand Trunk Junction R. R 127, 345 

<hi(^o Great Western R. R 1,057,947 

• hicago, Indianapolis & Louisville Ry ". . 521, 008 

' liif-ago. Milwaukee & St. Paul Ry 14,395,369 

' hif-ago. Peoria & St. Louis R. R 55, 828 

< liic^o. Rock Island & Pacific Rv. (including C. R. I. & G. Ry.).... 7,250,638 
" hirago, St. Paul. Minneapolis & Omaha Ry 948, 950 

• hicago. Terre Haute & Southeastern Ry 162, 265 

• iiicinnati, Indianapolis & Western R. R 372, 404 

< incinnati. New Orleans <fe Texas Pacific Ry 1, 806, 890 

< indnnati Northern R. R 137. 096 

' Inveland, Cincinnati, Chicago & St. Louis Ry -. . 9, 982, 111 

> •ilurado & Southern Rv 372, 910 

"imberland Valley R. R 547,838 

I Delaware & Hudson R. R 1, 465, 313 

I>ela\*Tire, Lackawanna & Western R. R 3, 628, 602 

Denver & Rio Grande R. R 1, 319, 426 

Denver <& Salt Lake R. R 12, 783 

Detroit & Mackinac Ry 912 

Dotroit A Toledo Shore Line R. R 109, 460 

Detroit, Grand Haven & Milwaukee Ry 80, 685 

Detroit, Toledo* Ironton R. R 109,018 

DnluthA Iron Range R. R 722,578 

Duluth. Miflsabe & Northern Ry 1, 366, 593 

Duhith. South Shore & Atlantic Ry 77, 485 

Elgin , Joliet & Eastern Rv 886, 285 

EI Paso & Southwestern R. R 2, 581, 756 

ErieR. R 4,942,667 

Florida East Coast Ry 1, 930, 652 

Kort Worth & Denver City Ry 162, 811 

Fort Worth & Rio Grande Ry 31,388 

' Jalveston, Harrisburg & San Antonio Ry 2, 786, 589 

(teofcria R. R. Leasee Organization 475, 520 

<ieoi^a Southern & Florida Ry 127,123 

<iran(l Rapids & Indiana Ry 96, 8r)2 

<irand Trunk Western Ry 1,324,309 

•ireat Northern Ry 12, 113, 086 

' iulf & Ship Island R. R 158, 916 

< i'llf. Colorado & Santa Fe Ry 945, 343 

'iulf. Mobile & Northern R. R 945,115 

Hocking Valley Ry 1, 816. 256 

Houston & Texas Central R. R 157,835 

Houi«ton, East & West Texas Ry 29, 352 

Hudson & Manhattan R. R 193, 084 

Illinois Central R. R 24, 830, 199 

International Great Northern Ry 516, 102 

Kanawha & Michigan Ry 2, 048, 973 

Kansas City, Mexico & Oiient R. R. (including Kansas City, Mexico & 

Orient Ry. Co. of Tex.) 11,064 

Kansas Citv Southern Ry 1,169,142 

119534—19 8 
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Lake Erie 4 Western R. R »1, 

Lehigh & HudBon River Ry 

Lehigh & New England R. R 

Lehigh Vslley R. H 2, 

Long Island R. R 1, 

Loo Angeles* Salt Lake R.R 1, 

Louiaiana & Arkaneas Ey 

Louisiana Western R.R 

Louisville & Nashville R.R 10, 

Louisiille, Henderson iIl St. Louis Ry 

Maine Central R.R 

Michigan Central R.R 8, 

Midland Valley R. R 

Mineral Range R.R 

Minneapolis & St. Louis R. R 

Minneapolis, St. Paul 4 Sault Ste. Marie R.R 

Minnesota & International Ry 

Missouri & North Arkansaa R. R 

MiBBouri, Kansas & Texas Ry 4, 

Missouri, Kaneae & Texae Ry, of Texas 

MisBouri Pacific R. R 2,' 

Mobile & Ohio R.R 

Monongahela Ry 1, 

Morgana Louisiana A Teiaa R. R. 4 S. S. Co 

Naanville, Chattanooga & St, Louis Ry 2, i 

New Orleans & Northeastern R. R 

New Orleans Great Northern R. R 

New Orleans, Texas & Meitico Ry _ . _ 

New York Central R. R. (including Boston & Albany) 

New York, Chicago '4 St. Louis R.R 

New York, New Haven & Hartford R. R 

New York, Ontario 4 Western Ey 

New York, Philadelphia 4 Norfolk R. R 

New York, Susquehanna 4 Western R. E 

Norfolk 4 Western Ry 

Norfolk Southern R.E 

Northern Pacific Ry 

Northwestern Pacific E. E 

Oregon Short Line R. R 

Oregon- Washington R. R. & Navigation Co 

Panhandle & Santa Fe Ey 

FennaylvaniaCo., lines west 

Pittsburgh, Cincinnati, Chicago & St. Lonis R. R 

Pennsylvania R. E., lineB east 

Pere Marquette Ry 

Philadelphia 4 Reading Co 

Pittsburg 4 Lake Erie R.R 

Pittsburgh 4 Shawmut R.E 

Pittsburgh & West Virginia Ry 

Port Reading R.R 

Richmond, Fredericksbu^ 4 Potomac R. E l.i 

Rutland R.E 

St. Joseph 4 Grand Island Ry 

St. Louis, Brownsville 4 Mexico Ry 

St. Louis-San Francisco Ry 3, 

St. Louis, San Francisco 4 Texas Ry 

St. Louis Southwestern Ry 1, 

St. Louis Southwestern Ry. of Texas 

San Antonio 4 Aransas Pa« Ry 

Seabouii Air tine 3, 

Southern Pacific Co 13, 

Southern Ry. .'." 16. 

Southern Ry. in Mismasippi 

Spokane, Portland 4 Seattle Ey 

Staten Island Rapid Transit Ry 

TeiuiMsee Central R.E 

Xexarkana 4 Ft. Smith Ry. (included in K. C. S.). 

Texas 4 New OTleana R.E 

Texas 4 Pacific Ry 2, 
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Toledo 4 Ohio Central Ry $2, 290, 525 

Tnlfdo, Peoria & Weatera Ry 20, 141 

Tnledo. St. Louie .i Westem R. R 414,024 

Vlfier & Delaware R. R 42, 421 

Tiiion Pacific R. R 14,775,788 

Vicksburg. Shreveport A Pacific Ry 112,593 

VimniaoRy 3. -Sfl.SM - 

Wahaoh Ry 2,548,248 

Wishington-Southeni Ry 263, 931 

T\i'p I era Man-land Ry 1,945,064 

Ur^iPTO Pacific R. R 1, 674, 743 

UWiern Ry. of Alabama 301,647 

Wii;>t Jereev A Seaahore R. R 876,439 

Wheeling & Lake Erie Ry 2, ] 22, 740 

Wichita Falle 4 Northweatem Ry 4,759 

n ichita Valley R. R 20, C39 

YaToo A Mississippi ValJey R. R 1,721,583 

t'o,^ adi-anced on undelivered equipment 57,930, 129 

Grand total 573. 334, 119 

Note. — Actual for eleven months to November 30, 1918, estimated for December. 
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Monday, Fbbhuabt 10, 1919. 
The Chairman. Mr. Hines, in response to a request of mine you 
bave _prepared and submitted to me a sheet that purporta to show 
the allocation to the various roads of approximately 1214,000,000, 
which representa that part of the compensation to be paid the roada 
"■hich is over and beyond their need in the way of meeting their 
fixed charges and dividends; and this table purports to show, first, 
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the standard return, other income, total income, fixed charges, and 
regular dividends, estimated surplus after fixed charges and regular 
dividends, capital expenditures made by the Government to Decem- 
ber 31, 1918, and which is subdivided imder the heads of road and 
equipment, and the capital expenditure made to that same date 
wnicn can not be taken care of out of the surplus I have spoken of; 
an open account due the company, and a final column showing the 
total capital expenditures to be financed by the Government, which 
latter column makes the total of $290,000,000 that we have been deal- 
ing with in your previous testimony. 

Now, I note in a hurried examination of the sheet that appar- 
ently in those instances in which there is an estimated surplus after 
fixed charges and regular dividends out of the standard return, 
that it has been applied as an offset to the charge against the road 
for capital expenditures made to the road as contradistinguished to 
capital expenditures made for equipment. Is there any purpose 
other than simply to state in a bookkeeping way the net that flows 
from the making of these credits, for placing it against roads rather 
than against eouipment? 

Mr. Mines. There is a general principle which has guided us in 
adopting that method, and that is, that practically without excep- 
tion the roadway of all the railway companies is covered by mort- 
gages already, and nearly always those mortgages are closed or any 
remaining bonds available imder them are so allocated to special 
purposes that we could not get satisfactory bonds secured by mort- 
gage to reimburse us for those betterments to roads. . On tne con- 
trary, it is true practically without exception that all new equipment 
which is added to the company's plant can be made the basis of a 
separate and exclusive security to secure the amount due for that 
particular equipment. 

So that broadly speaking, we have figured that it would be to onr 
advantage to let th6 surplus income pay for the additions to roads as 
to which we could not get a satisfactory mortgage security, and then 
leave the corporation to pay us through the issue of ^notes for the 
equipment, as to which we could retain the equipment as a separate 
and exclusive security. We have acted on that general principle in 
making up this statement. It may turn out to be true in a particular 
case that a company may have available security for the additions to 
roadway which will turn out, when all the factors are weighed, to be 
more satisfactory than the security it could give for the equipment, 
and in that event we would make the application of the surplus to 
the equipment and require the additions to roadbed to be paid for by 
the better security, so that that is not finally controlling in aU cases, 
but as a general principle it represents the course which seems to 
give the Government the best security. 

The Chairman. In other words, this statement is purely a finan- 
cial summary predicated upon a certain basis which is not necessarily 
the controlling basis in the actual adjustment of accounts with the 
various railroads ? 

Mr. Hives. That is true, although we believe that that is likely to 

be found to be the best basis in most cases ; but it is subject to revision 

ii;! each cjase according to the merits of that case. 

; The Chairman. A note to the table indicates that the statement is 

based upon results for 1917 as reported to the Interstate Commerce 
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Commission, and estimates for war taxes and expenses of the cor- 
porate organizations in 1918; and goes on to say tnat the actual fig- 
ures therefore may differ from the estimated figures, but it is believed 
that this is a close approximation of the situation. We will place the 
statement in the record. 

(The statement referred to appears at pages 102-107 of the record.) 

The Chairman. I do not know but wnat it has been covered in a 
tieneral way heretofore, but I would like to make it clear for the 
record that in making these betterments they have been made from 
the standpoint of the Railroad Administration's view of the need 
in connection with the use of the roads during this war period and 
not in relationship to the desires or requests of the roads tnemselves. 

Mr. HiNES. That is the case. In the first place, the corporations, 
while they were still operating the properties as agents for the Di- 
rector General, were requested to submit budgets as to what they 
thought was desirable, but were requested in submitting those 
inuiirets to be governed by the standards laid down by the Director 
(ieneral which you have briefly summarized in your question. Then 
t!io>e budgets were revised by our regional directors and also by our 
"iirector of the Division of Capital Expenditure, in order to make 
-are that those standards were applied. So that the result is that 
:he policy you have indicated in your question is the policy which has 
;:ovemed the determination of the expenditures which were made 
during 1918. 

The Chairman. If I correctly recall your testimony the other day, 
it was that the Railroad Administration, without regard now to 
when the betterments would be completed and would need to be paid, 
had actually undertaken betterments somewhat in excess of $1,000,- 
U()0,OOO ■? 

Mr. HiNES. Last year the authorities that were given aggregated 
for the year close to $1,300,000,000. To the extent to which those 
expenditures were not actually made in 1918 the policy is that there 
naHt be a new authorization, and those authorization are now being 
<>n--idered. So the fact that an authorization was made last year 
'lots not necessarily indicate that it will be carried out this year, be- 
*'au<e it will be reconsidered on its merits in the light of the changed 
conditions. 

The Chairman. Are we to understand by that, then, that the total 
coiimitment of the Government as a commitment in the sense of in- 
volving third party claims and Government liability as such is rep- 
resented by the statement that has been made as to expenditures for 
1918? 

Mr. HiNES. No; I do not think that would be entirely correct, be- 
• uuse as a practical matter a very considerable program must be met 
in 1919. It is unavoidably connected with the responsibility of the 
Government to operate the properties. 

The Chairman. I was not dealing with it just from that angle 
and I am not talking about the need to go forward, but 1 am trying 
to arrive at a determination of the actual liability. The Govern- 
ment has ordered certain betterments done, either in the way of 
ears or locomotives, or of track improvements or what not, certain 
capital expenditures: now, it is responsible for those expenditures 
to the people who did the work, without regard, 1 take it, to its right 
to reimbursement from the railroads for whom it has made the ex- 
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pcnditures. What I am trying to arrive at is the extent to which 
the Government is actually committed as a legal proposition in the 
way of obligation or liability. 

Mr. HiNEs. In that sense the Government is now definitely com- 
mitted to pay approximately $286,000,000 for equipment which is 
yet to be delivered, and which was ordered by the Government during 
1918, and the contracts for which were made in the name of the 
Government. In addition to that, it is undoubtedly true that various 
contracts for additions and betterment work to roadway and struc- 
tures were made in 1918 which were not completed in that year, and 
in respect of which the Government has a liaoility, but the extent of 
that liability as to way and structures has not been analyzed to see 
what the precise amount of it is. 

We could get the figures on that if it would be helpful to you, but 
this is always to be borne in mind as to those matters, that to a very 
considerable extent it would be a question of reopening the matter 
and possibly where the work had not been entered on and the Inat^ 
rial had not been ordered, theoretically, and if the work were not 
indispensable on its own merits, we might get a release, so as to the 
additions and betterment program I have been looking at it broadly 
on the theory that during 1919 we would not do anytning that from 
a practical standpoint would not have to be done, and the fact that 
a contract had been made or had not been made has not occurred to 
me as the controlling factor, although in some cases it will prove to 
be. As to the equipment, though, that is a clear-cut obligation. 
Immediately after the armistice we made a very thorough study of 
the matter with the equipment companies to see the extent to which 
those contracts could be canceled, and we found they had gone so 
far in the ordering of their materials and the fabrication of the work 
that they could not be canceled. 

The Chairman. If I understand you now, there is an obligation in 
a legal sense resting upon the Government touching capital invest- 
ments for the present calendar year over and beyond wnat we have 
dealt with in the way of $290,000,000 of investments of $286,000,000? 

Mr. HiNEs. Yes; $286,000,000 for equipment; and, Mr. Chairman, 
I might add that in addition to the $286,000,000 for rolling stock 
for the railroads for which the Government is obligated, it it obli- 
gated for practically all the $12,000,000 for waterway equipment. 

The Chairman. Now, these two sums represent the residuum after 
cancellations and a canvass of the situation in its details? 

Mr. HiNEs. They do. 

The Chairman. '^So that in asking in your budget for $386,000,000, 
in round figures, under the head of capital expenditure for next year. 
you are asking practically to the extent of aD but about $70,000,000 
lor meeting obligations tltiat the Government has incurred and must 
meet ? 

Mr. HiNEs. By ''next year*' you mean this calendar year, 1919? 

The Chairman. Yes. 

Mr. HiNEs. That is true; that is, all but $70,000,000 of it will be 
needed to meet obUgations for equipment for the railroads and for 
the waterways that the Government has already definitely assumed. 
Of that $70,000,000 an additional $20,000,000 represents a very posi- 
tive commitment with respect to the Boston & Maine reorganization, 
which has gone through on the faith of the Government's representa- 
tion that it would protect that reorganization. 
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The Chairman. Of course, this might be materially changed in 
amounts if the assumption that the roads could and should finance 
their own capital investments for this calendar ypar was carried out, 
because you presumably could reduce by $150,000,000, which you 
e>timate as your surplus leeway in connection with your rentals over 
and beyond fixed charges ana dividends for the railroads for this 
year? Do I make myself clear? In other words, if it were to be 
assumed as a premise that the Government should not undertake to 
do any financmg in connection with capital investment for the rail- 
roads, the fact mat you have outstanding obligations of the Govern- 
ment for this calendar year which would aggregate close to $300,- 
IHH).000 would not necessarily represent a need for that amount of 
money in order to pay them, because there is figured in your financial 
^tatement for this calendar year, just as there was figured in the past 
calendar year, a surplus out of the rentals over and Beyond the sums 
necessary to enable the railroads to meet their fixed charges, includ- 
ing their dividends, a sum which could be applied in reduction of 
that governmental obligation. 

Mr. HiNES. That is true; that if we could count on the corpora- 
tions financing a greater amount than we have assumed for 1919, that 
would thereby aid in reducing this amount. There is involved there, 
however, the very important element of time; that these amounts 
must be met very early in the year, and, in the nature of things, it 
will require a substantial time to work out any very considerable 
progfram of corporate financing. 

The Chairman. However, your returns come in from month to 
month for operating the roads, and assuming that $150,000,000 could 
be applied, which is your assumption, as against the $214,000,000 of 
the past year, you could from time to time oe applying that on these 
obligations of the Government to third parties in connection with 
e((uipment ? Of course, all of this is predicated upon an assumption 
that the railroads should be and would be able to finance themselves 
for the future. 

Mr. HiNES. Yes. There is involved in that assumption, in order 
to give the application you suggest, that month by month we could 
release Government money by independent financing to take care of 
all these other necessary capital expenditures for 1919, and that is a 
very serious difficulty, because while by the end of the year they may 
be able to finance a very substantial part of these requirements I do 
not anticipate that in the next three or four months they can possibly 
raise their money rapidly enough to keep up with the other capital 
expenditures which must be made. I would like to emphasize this 
further point, if it does not interrupt your line of thought: I think 
everybody recognizes the extreme importance, from the general 
f)ublic standpoint, of going ahead with necessary and desirable in- 
dustrial work as rapidly as possible so as to help the general indus- 
trial situation. 

I think very clearly it is to the interest of the Government, if it 
should develop that the corporations are able to finance to a larger 
extent than has been anticipated, that that ability to finance should 
be immediately availed of by entering upon other important im- 
provements that are eminently desirable in the public interest and 
the doing of which promptly would be very important in aiding 
the general industrial situation. So whatever improvement we can 



120 APPROPRIATION FOR CONTROL OF TRANSPORTATION SYSTEMS. 

get in the financial outlook and ability of the railroads to finance 
themselves I think we should take advantage of in order to enlarge 
the program. However, that is speculative, and I believe we have 
made as liberal an estimate as we can as to what the corporations a? 
a whole will be able to do. I might say further on this general 
proposition that if the plan were applied of not advancing any fur- 
ther money for additions and betterments to the railroaa corpora- 
tions and of applying against our present absolute commitments the 
surplus income, estimated to be $150,000,000, my judgment is it 
would ' involve the absolute stoppage of many important improve- 
ments which wiU be seriously needed in the public interest, because 
it would not be practicable for the corporations to finance them in 
addition to the other financing which our obligation assumes. I be- 
lieve there would be a two-folcT disadvantage in this. First, a serious 
impairment in the safety and effectiveness of railroad operations, for 
which the Government is responsible, and, second, a serious cutting 
down in industrial activity, increasing the unemployment of labor 
and intensifying the present lack oi demand for manufactured 
products. 

WATERWAY IMPROVEMENTS. 

The Chairman. Going back for the present to your waterway im- 
provements and your contemplated waterway improvements, I think 
the comniittee would like to get more definite imormation about the 
plan that required an expenditure of something over $4,000,000 in 
1918 and which involves some $12,000,000 of expenditure for the 
calendar year 1919. You testified in a broad way as to the items that 
went to make up the $4,361,486 of advances to inland waterways. 
Can you give me something of the details of those investments ? 

Mr. HiNEs. The important projects which were entered upon by 
the director general were, first, the acquisition of equipment for use 
on the New y ork State Barge Canal and on the Hudson River in 
connection with the New York State Barge Canal; second, the 
acquisition of equipment for use on the Warrior River and Missis- 
sippi Sound for handling principally coal between the Alabama 
coal fields. Mobile, and New Orleans; and, third, for the acquisition 
of equipment for use on the Mississippi between St. Louis and New 
Orleans. Our plans did not involve at all the development of 
navigation north of St. Louis. 

ESTIMATED EXPENDITURES ON INLAND WATERWAYS FOR CONSTRUCTION. 

A portion of the $4,361,000, as has been already stated, was to pay operating 
deficits. The remainder was spent for the following: 

New York and New Jersey Canal section: 

On account of construction of 51 steel barges $666, 500 

On account of construction of 21 concrete barges 100, 000 

On account of construction of both steel and concrete 

barges 1,108,000 

For the purchase of 2 wooden barges 35, 000 

$1,909,500 

Mississippi- Warrior Rivers district: 

Purchase of Alabama & New Orleans Transportation Co.'s < 

fleet 322,500 

Purchase of Kansas City-Missouri River Navigation Co.'s 
fleet 458,500 

Purchase of terminal facilities and freight-handling equip- 
ment at St. Louis 40,000 
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>fi«L»ippi-WaiTior Rivers diBtrict — Continued. 

To apply on construction of 6 power boats and 40 

steel baiges for use on Mississippi Kiver $501, 900 

Purchase of Alabama Coal Transportation Co.'s 

equipment 65, 845 

Purchase of De Bardeleben Coal Co.'s equipment 64, 896 

For adaptation and repair of boats purchased for 

use on the Warrior River 245, 000 

Payments for plans, specifications, etc., for steel 

equipment being constructed for Mississippi River 15, 000 

Total $1, 713, 641 

Grand total 3, 623, 141 

The Chairman. You spoak of supplying equipment in connection 
with the New York State Barge Canal/ Was the Grovemment under- 
taking to operate that equipment ? 

Mr. HiNES. The Government was undertaking to operate it, yes; 
it was Government operation of the equipment, out the Government 
a»umed no control whatever over the canal itself or over the main- 
t»»nanre of the canal, the operation of the locks or anything else con- 
iiorted with the operation of the canal; but it did acquire the equip- 
iiiont and proposed to operate that as a governmental operation in 
coniunction with the railroads. 

The Chairman. Has it actually acquired that equipment? 

Mr. HixES. In part it has acquired it, and a part of this $12,000,000 
represents what it will cost to acquire additional equipment, which it 
is expected will be ready for use this spring, when tne canal opens. 
I will give you the detail of that and show you exactly how much 
that is. 

The statement is as follows :) 

f^hligations of the Railroad Administration in connection u>ith financing of 

inland waterways in 1919 — Requirements for 1919. 

New York Canal section: 
Construction authorized — 

51 steel barges, 650 tone capacity each $3, 060, 000 

21 new concrete barges, 500 tons capacity each 420, 000 

20 steel self-propelled barges 1, 700, 000 

Purchase authorized and ms^de, 5 tugs and 3 wooden 
barges 109,150 

Total 5, 289, 150 

Less amounts expended to Dec. 31, 1918, as per 
answer to question 2 1, 909, 600 

Balance to be expended in 1919 $3,379,650 

Mississippi-Warrior Rivers district: 
Construction authorized — 

Mississippi River section — 

6 steel twin-screw towboats 2, 190, 000 

40 steel barges 4, 120, 000 

Warrior River section — 

20 wooden barges 120, 000 

4 steel self-propelled barges 1, 000, 000 

3 steel towboats 480, 000 

Purchase authorized and made — 

Miasissippi River section — 

2 towboats ] 

5 steel barges [ 458, 500 

4 steel flat barges J 

Erection of cargo boxes on 24 steel char- 
tered barges 48, 000 
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Miflsissippi-Warrior Rivers district — Oontinued. 
Purchase authorized and made— Continued. 
Warrior River section — 

1 steel (harbor) collier 

6 steel self-propelled barges 

2 Gantry steel coal towers 

3 towboate (wood) 

23 barges (wood) 

2 colliers 



$698, 241 



Total 9, 114, 741 

Less amounts expended to Dec. 31, 1918, as per 
answer to question 2 1, 713, 641 

Balance to be expended in 1919 $7, 401. 100 

Great Lakes Transit Corporation charter payments 680, 000 

Estimate of additional expenditures in connection with the develop- 
ment of the waterways which can not be directly allocated at 
this time 1, 380,000 



Grand total 12, 840, TX) 

Substantially all of the foregoing has already been contracted for. 

The Chairman. The equipment which has been ordered ? 

Mr. HiNEs. The equipment which has been ordered, and some equip- 
ment for which bids have been asked; that is a relatively small 
amount, but after very thorough consideration and reconsideration 
we felt that that equipment ought to be acquired in order to make a 
reasonable success of the Government's operation, which has alreadv 
been entered on. 

OPERATION OF NEW YORK STATE CANAL. 

The Chairman. What was the moving cause, and how far does it 
remain a justifiable cause, for operating boats by the Government on 
this New York canal ? 

Mr. Hines. The idea in regard to that was that the Government 
ought to aid in making a fair tryout of what would be available in 
the way of a joint operation of that canal with the railroads. Under 
private management of the railroads the railroads naturally preferred 
to handle the traffic all the way themselves and not to make any 
arrangements which would encourage the movement of it by water 
for a part of the way, and the result was that there was little, if any. 
prospect that anybody would feel justified in putting a modern form 
of equipment on the waterway, because there would be no hope of get- 
ting any joint arrangements with the railroads which would admit 
of successful operation. 

Therefore the policy was entered on to acquire sufficient modem 
equipment to admit of a reasonably satisfactory operation of the 
canal and then to operate that equipment in conjunction with the 
railroads, all being under Government control, so as to make a fair 
demonstration of what could be accomplished in that way and the 
extent of the economic advantage from a joint operation of that sort. 
That policy was evidently in the mind oi Congress by reason of the 
express authorization which was given to use the public funds for 
purposes of that character, and that was one of the three leading 
instances where the director general decided it would be appropriate 
to make the expenditures as authorized by the act of Congress to de- 
velop a joint opefration imder conditions which would make for 
success. 
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The Chairman. That might have been a cause at a time when we 
were straining every nerve to develop facilities sufficient to handle the 
traffic that should move, but to-day, with the imcertainty of the vol- 
ume of traffic and with the tremendous war need of the expeditious 
handling of it removed, what reason, other than the desire to demon- 
strate a plan fpr the use of waterways, is there, if any, for going 
forward with the operation of a canal system of trasnportation on 
the New York State Baige Canal? 

Mr. HiNES. My best judgment is that the policy of Congress, as 
expressed in that act in that particular, was broader than the mere 
war pxu'pose; that it was the desire to take advantage of this op- 
portunity for a concentrated control to make a fair experiment with 
some of these leading water-transportation projects. The public has 
spent an enormous amount of money in providing the waterways 
in the case of the New York State JBarge Canal the State of New 
York has spent the money, but in the case of these others I have 
spoken of the Government of the United States has spent the money, 
but under private management of the railroads there never was any 
opportunitv to utilize wnat the Government had spent. Now, as 1 
interpret tne policy of Congress, as expressed in the Federal control 
act in that respect, it was that advantage should be taken of this 
opportunity of Government control of the railroads to make a fair 
test of sympathetic joint operation to see what could be accomphshed, 
and I do not think it was confined merely to the war, because in the 
nature of things, that could not be developed to a point where it 
would be a large relief of railroad conditions. My own judgment is 
that it would be contrary to the public interest now to abandon those 
experiments or to continue them without the moderate additions of 
equipment which we have proposed, because I think they are neces- 
sary to make the experiments reasonably fair. 

The Chairman. Have you any hope of carrying out the experiment 
unless you get an extension of Government control beyond what 
seems to be mdicated by the present state of public opinion ? 

Mr. HiNEs. My judgment is that even in that period these in- 
stances that I have mentioned can be put on a basis wnich will demon- 
strate what can be done, and the Government once having started 
those operations and having demonstrated that they are economically 
justifiable, I think they will continue, and it w411 be an important part 
m the way of the utilization of waterways. In the past the Govern- 
ment has spent a great deal of money to provide a navigable channel, 
hut it has not done anything to connect it with the traffic arrange- 
ments, which must be made and the final adjustments for the transfer 
of traffic, which must be made to make it a success, and I think this is 
an opportunity that ought not to be lost to work that out and show 
that it can be made an economic justification. 

The Chairman. If the thing works, perhaps all of that is true, but 
the pertinent inquiry at this point is to what extent the Government 
may involve itself m financial loss incident to operation over and 
beyond its capital investment in undertaking to demonstrate this 
view. 

Mr. Hikes. Of course, that is a question of trying to interpret the 
policy of Congress, and I have considered what Congress nas ex- 
pended in preparing these waterways for use and the provisions it 
put in this act for the development of actual transportation on the 
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waterways, and I think the proper interpretation is that Confess 
wishes this expenditure made and that wnat we are proposing is in 
a moderate way to get modern equipment and then use it in conjunc- 
tion with the raiboads in the tranic that is best adapted for it. 

The Chairman. Has any effort been made for the disposition of 
this equipment by sale to some water carrier that might desire to 
engage in that field ? 

Mr. HiNEs. No; there has been no basis so far for that, because I 
do not think any water carrier will be willing to acquire the equip- 
ment in the absence of some assurance as to the establishment of 
reasonable arrangements with the raUroads for an interchange 
of traffic, and there is no basis for any such assurance at all now ex- 
cept during the time of Government control. 

Mr. Vare. Have there been any efforts made on your part looking 
to the cancellation of any of these contracts for equipment for water- 
ways? 

Mr. HiNES. Not for waterways, because we have felt that was an 
experiment we ought to go ahead with. 

Mr. Vare. Is it not a fact that at the time Congress granted this 
authority it was looking toward a long war, and that there being 
some congestion the use of waterways was suggested with the hope 
of relieving the transportation of freight in order to expedite tne 
carrying of freight during the war rather than as an economic policy 
of the Government ? 

Mr. HiNEs. I have put another construction on that in this case — 
that Congress, having authorized the expenditure of so much money 
for providing channels for waterway transportation, wanted to take 
advantage of this Government control of railroads to provide some 
actual transportation on the waterways in order to test out the feasi- 
bility of water transportation, because the railroads had always dis- 
couraged it. 

Mr. Vare. Then you would not think that authority was given as 
a war measure ? 

Mr. HiNEs. Not exactly; no; and I believe we would be in disre- 
gard of the policy of Congress, as I interpret it, if we now, havino: 
entered upon these three leading projects, should cut them off short 
and leave them without adequate equipment to make them a success, 
because then they would be predestmed to failure. 

Mr. Vare. Do you not thmk it would be good business policy to 
ascertain to what extent private enterprise would be willing to as- 
sume these governmental obligations in the event of Congress decid- 
ing to go back to the private control of railroads ? 

Mr. HiNEs. I do not believe there would be any possibility whatever 
of making a business arrangement at this time, because the future 
relations oetween railroads and waterways are now so uncertain, 
and yet after a year or so of development of this situation the prob- 
ability is that there will be a much more definite basis for business 
negotiations than there is now. I can not imagine that right now 
any private enterprise would want to take this equipment and take 
chances as to what the future arrangements would oe between the 
railroads and the waterways. 

The Chairman. Your whole idea seems to be predicated upon a 
belief that this waterway, operated simply on behalf of itself and 
without arrangements being made to offer it traffic through the rail- 
roads, could not and would not be commercially justifiable. 
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Mr. HiNES. I believe that is true. I think it is very much in that 
respect like the railroads; that is, no railroad which is merely a 
trunk-line railroad without feeders can succeed, because the prin- 
cipal thing is to get traffic for it, and a waterway is in the attitude 
of being a trunk line without feeders unless the railroads can be 
brought into relationship with it where they will reciprocally feed 
each other. That has never been practicable under theprivate con- 
trol of railroads, because they wanted to hold the traJKc for them- 
selves. I believe that with the Government in control of the rail- 
roads, even temporarily, and with a moderate development of modern 
equipment on a few of the waterways, this reciprocal feeding of 
traffic back and forth can be developed, and it will be foimd that 
there is an important economic justification for some of the leading 
waterways ana that in the long rim it will be decidedlv in the public 
interest, because the nature of the results will be highly beneficial. 

The Chairman. When do you expect to have this waterway thrown 
open to use ? 

Mr. HiNES. The State barge canal was operated last year with some 
of our equipment. It was mostlv antiquated equipment that we 
chartered simply for the season. We are having this modem equip- 
ment constructed, and it will be available for use when navigation 
opens on the canal in the spring. 

Operations on the Mississippi and Warrior Rivers. 

On the Warrior River we have begun operations with the equip- 
ment we have acquired, and that will be enlarged and made more satis- 
factorv with the equipment which has been ordered, and a similar 
situation is true on the Mississippi. On the Mississippi and the 
Warrior Rivers operations have already be^un in a tentative way, 
and we have estaolished as to the Mississippi a scheme of joint rates 
with the railroads so as to set in motion this process of reciprocal 
feeding of traffic I have spoken of, and that will be enlarged as this 
new equipment which has been ordered is available. 

The Chairman. Have you gone far enough on either the Warrior 
or the Mississippi to have any conclusion as to costs and earnings ? 

Mr. HiNEs. The thing so far is in a formative stage, because so far 
the equipment we have acq^uired has been insufficient, and that is why 
we have ordered this additional equipment. So we have not any fig- 
ures as to costs which we regard as a reasonable forecast of what wfll 
he done in the future. I can give you a memorandum showing the 
exact results so far, but the situation has been so formative that I do 
not think that would reallv be enlightening as to the future. 

(The statement is as follows:) 

Results of operation of canals and inland waterways for period ended Dec. 31, 191 S. 





Total 
operating 
revenues. 


ToUl 
operating 
expenses. 


Net 
operating 
revenue. 


Tax 
accruals. 


Misoella. 
neous 
rents. 


Net 

operating 

Income. 


CapuCodCsnal 

Mississippi— Warrior. . . 

New York canals 

N«w Jersey canals 


1174,273.21 

86,083.99 

636,846.56 

68,486.56 


$499,063.06 

216,260.93 

l,0a5,775.61 

52,076.73 


t3S4J89.flS 

ISO, 176. H 
568,9^9.06 

16,409.83 






i$.'H,:^9.8S 


S367.ll 


$4,244.74 

14,233.07 

2.334.07 


» 14.075.76 






Total 


965,690.32 


1,773,176.33 


807,486.01 


367.11 


20, 811. its 1 8J8,66d.O0 









i 1 month estimated. 
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Estimated revenues and expenses of Great Lakes Transit Corporation for 1918, exclud- 
ing Charter hire. 

fPrepared by Diylslon of Operation, Apr. 6, 1918.] 

Be venues |1 , 5 25, 000 

Expensee 468,750 



Net revenue 1,056,250 

The only actual figures that have been reported so far are for the period ended 
June 30, 1918, representing approximately two months' operation, as follows: 

Revenues 1253, 158 

Expenses 194.603 

Net revenue 58, 52o 

In view of the fact that figures for the balance of the year are not yet available, 
there does not yet appear to be any necessity for changing the eetimate gi^'en 
above. 

It should be noted that the revenues and expenses, excluding charter hire, 

given above, form part of the operations of the railroads and are, therefore, included 
m our estimates for the year. The charter hire is paid directly by the Railroad 
Administration and consequently that item constitutes a separate transaction in the 
estimates for the year and is not included in the railroad operations. 

The Chairman. Are you undertaking to develop upstream traffic 
on those rivers ? 

Mr. HiNES. On the Mississippi, yes; to a large extent. The up- 
stream trafic is particularly desirable traffic because the situation 
there is that there is in general a large movement of empty railroad 
cars southbound in order to take the northboimd traffic that originate 
south and near the Gulf. Now to the extent that we can develop 
a, northbound traffic by water, we will relieve the necessity for a 
southbound haul of empty cars, and we are giving special attention 
to trying to encourage that northbound traffic. On the Warrior 
River there is not a great deal of prospect for northbound traffic, but 
there is such a good prospect of such a large and steady volume 
of southboimd traffic that that gives very good peospects of being a 
successful operation. 

The Chairman. Am I to imderstand that speaking in terms of a 
year's operation the movement of freight south over the roads that 
run down the Mississippi Valley is not sufficient to supply the cars 
reauisite for the movement of freight up ? 

Mr. HiNES. Broadly speaking, that is true. You see, the Southern 
States produce raw materials and couvmodities of large bulk, and 
they move very largely in box cars, and as to certain types of com- 
modities in tank cars. Now, the southbound movement — aside from 
coal, which moves in open-top cars and not available to any great 
extent for the traffic originating in the South which moves north- 
bound — ^the traffic is of miscellaneous manufactured products and is 
less in volume. So that broadly speaking there is a substantial 
movement of empty cars southbound to take care of loads north- 
bound. 

Inland Waterway Program fob 1919. 

The Chairman. You are to supply a financial statement showing 
in detail the expenditures made and contemplated in connection with 
waterways, but in the absence of that now, can you t«Il me in a 
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broftd way the proportion of this money spent and to be spent that is 
to go to these three different streams ? 

Mr. HiNEs. Broadly speaking, of the $12,000,000 for inland water- 
ways for the calendar year 1919, $4,800,000 will be for the acquisition 
of equipment on order for the New York State Barge Canal, and 
$6,000,000 for equipment on order for the Mississippi and the War- 
ri()r River waterways. Eight hundred and forty tnousand dollars. 
it is estimated, will be for expenditures to be made for the Cape Coa 
Canal, but it is anticipated that canal will be transferred to the War 
Department, which will take up that particular expense. 

The Chairman. On what theory ? 

Mr. HiNEs. The War Department is taking steps to acquire the 
canal under authority that has been given, and the purchase price it 
pays will reimburse us for that expense. 

the Chairman. Are you able to divide your $4,361,486 of actual 
expenditures ? 

Air. HiNES. They are getting the figures on that now. 

Mr. Cannon. Speaking of the Warrior River, have you shown 
anvwhere the expenditures for barges, etc., on the Warrior River? 

Nlr. HiNES. We are getting now the facts as to the expenditures 
during the calendar year 1918. 

Mr. Cannon. Are you getting the amount of freight that floats 
down the river to — Mobile, is it not ? 

Mr. HiNES. Mobile and New Orleans. 

Mr. Cannon. Do you know the tonnage you carried in the last 
year on the Warrior River ? 

Mr. HiNES. I can get that for you. This plan was not developed 
until along in the fafl and then only partialjy , so that what we car- 
ried in 1918 was relatively small, but I will be glad to give you the 
exact figiires. 

StaUment of clamJUd Umnage moved on *the Mississippi River Sept, f8 to 

Dec. ifly 1918. 





Tonnage. 


Re\'«nue, 

south 

bound. 


Revenue, 


Commodity. 


South 
bound. 


North 
bound. 


north 
bound. 


Omin 


19,500 

470 
94 
18 
26 

186 
49 

203 
25 

517 



8 


S48,611 
944 
360 
160 
230 
860 
490 

1,995 
230 

2,613 
70 


160 


Riw 




Iron.... - 






Machinery and castings .11!!!!""!!!!,!.!!!.!!!!!!!!!!! 


3 


70 


Vehicles and tools.... 




^ ine, liquor, and b«er 






Household torniture 






Merchandise 


4 
280 
308 

7 

540 

1,1^ 

6 


55- 


'|ther manubcturfls.! ! 


4.200 


Miscellaneous 


1,675 


Molasses. * 


SO 


Coflw... 


2,450 


^•'jtrate....!*"'!'!'!*!'!'**!*!!.*!! '!*.!.!.!!""!!!*.! 






3,540 


Sugar '*' . ' * 






4S 










^ Total 


21,097 


2,281 


56,563 
1,700 

7,400 


12,245 


Towinir 


1,200 


WAKBWK Riyn 89CTI0N. 
Coel 


10,350 
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Mr. Cannon. You made a pretty large investment on the boats 
for the Warrior River, did you not ? 

Mr. HiNES. Yes; a very substantial investment. 

Mr. Cannon. Do you recall that amoimt ? 

Mr. HiNES. I am getting that information now. 

Mr. Cannon. Coal would be the principal thing on the Warrior 
River, would it not ? 

Mr. HiNES. Yes. 

Mr. Cannon. Are you bothered about terminals on the Warrior 
River; I suppose not, unless it would be at Mobile. 

Mr. HiNES. The coal that comes down the Warrior River is 
largely to be used for bunkering ships at Mobile and New Orleans, 
and the fact that it arrives by water fits in very nicely with the 
purpose for which it is used. 

Mr. Cannon. You do not anticipate any return freight on the 
Warrior River? 

Mr. HiNES. Very little. It is almost wholly southbound traffic 
there. 

Mr. Cannon. And for coal purely? 

Mr. HiNES. Yes. 

The Chairman. Is there not considerable iron ore, and is it not 
contemplated that there will be some traffic out of the Birmingham 
district in the way of other freight besides bulk freight like coal 
and iron ore ? 

Mr. HiNEs. Well, that has not been counted on to any appreciable 
extent in making our plans. That would be a thing to develop, but 
generally speaking we are planning simply on the coal traffic. Of 
course, whatever else can be developed will be that much to the good. 

The Chairman. What sort of oarges have you undertaken to 
build in connection with the handling of coal — wooden barges or 

steel ? 

Mr. HiNES. For the Mississippi waterway the barges that we are 
constructing are steel. The equipment on the Warrior that is to be 
constructed consists of steel towDoats and wooden barges. If you 
are interested in it I will be gald to have our director of inland 
waterways give you all these details and give you a great more light 
on the details. 

The Chairman. Perhaps we may not have time to examine him. 
but it may be worth whde to put in the record in connection with 
your financial statement of capital outlay in connection with water- 
ways a general statement as to the method that has been pursued in 
handling traffic, the returns that have been secured, if any, and the 
contemplated program in connection with the present calendar year 
in the use of $12,000,000 of additional equipment which you are pro- 
viding. 

Mr. HiNES. I will prepare a concise statement that will cover all 

those points. 
(Note. — Statements appear throughout the text, supra.) 

Mr. Cannon. You are very familiar with the coal fields of Illinois. 
Kentucky, Indiana, especially in connection with transportation to 
St. Louis and more particularly to Chicago, Erie, etc. 

Mr. HiNES. My knowledge is of a rather general character, but I 
have from time to time known something about it. 
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Mr. Cannon. Take it in my agricultural county of Vermillion, 
there is a coal development there susceptible of a shipment of ap- 
proximately 6,000,000 tons, and the railroads running through there 
are the Big Four, the C. & E. I. and the lUinois Central, and so on. 
I am reasonably 5ure that before the largest development took place, 
there was an output of 4,000.000 tons from the Vermillion field alone 
and it extends south to Indiana, a continuous coal field until you 
strike Clinton, and then on down indefinitely; southern Indiana is a 
great coal field. 

It would seem to me that in connection with St. Louis and Chicago, 
with all that that means, the carriage of coal and kindred products 
for one year by water transportation is not practicable, and it would 
probably take a quarter of a century or maybe a half a century fully 
utilizing the Black Warrior and the Mississippi River, and I was 
TOing to say the Ohio River, but I will not, because we are spending 
large amounts of money on the Ohio, so I will not include it. You 
have in a general way oeen taking all this into consideration in con- 
nection with the hooking up of water transportation with the rail- 
roads. 

Mr. HiNEs. As to supplying Chicago and St Louis with coal from 
the Indiana and Illinois coal fields, of course, there appears to be no 
reasonably satisfactory way to handle that except by rail. There 
has never been brought to my attention any project to undertake to 
handle coal to those gi'eat centers by water, because the coal is so near 
them and there are so many rail lines to handle it. 

The Warrior situation was unique in that here was a river extend- 
ing from a very important coal field directly to the Gulf, where a 
great deal of coal was needed for bunker purposes; and for the 
making of an experiment as to the possibilities of a navigable stream 
for handling coal, that seemed by all odds the most conspicuous case 
in the country, and none of our plans contemplate a coal traffic to 
either St. Louis or Chicago because they are adequately cared for 
hy reason of the fact that they are so near the coal and there are so 
many railroads reaching them. I do not know whether I have fully 
answered what you have in mind. 

Mr. Cannon. It would be impossible for you, however, to put a 
trustworthy estimate on what tne expenditure would be upon rail- 
ways and upon waterways, with all that that means, in tne event 
that Government ownership was tried out until it was demonstrated 
to be a success or not. 

Mr. HiNEs. Do you mean Government control of the railroads and 
waterways or just of the waterways? 

Mr. Cannon. Well, if you can work out your project it means 
Government control of both, does it not ? 

Mr. HiNEs. Not necessarily; no. My thought is that taking these 
three water projects, these tliree large ones that we have entered on, 
that we ought to make a very satisfactory demonstration within the 
present period of Government control as to what can be accomplished. 
Then if the railroads go back into the old form of private control 
it will be a question as to what legislation Congress can adopt to 
insure the continued interchange of traffic, which would protect the 
waterways. 

119534—19 9 
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Estimated Expenditures for Operation of Railroads akd 

Waterways for Twenty-one Months. 

Mr. Cannon. Can you give some reliable estimate for the 21 
months after the proclamation of peace, as to the necessary expendi- 
ture on the part of the Government for operating the railroads for 
that 21 months, as well as the waterways ? Can you give us any esti- 
mate as to what it would mean in the way of appropriations to give 
it a fair trial ? 

Mr. Hines. As to these waterways I do not anticipate that anv 
substantial expenditures would be called for in that period beyond 
those proposed here, because what we have proposed in the wav of 
expenditure contemplates a practical plan for operating these 
particular lines of transportation on waterways; so I do not antici- 

f>ate that any substantial additional appropriations would be needed 
or additional capital expenditure on them. Of course, as to tlie 
railroad situation, it is purely a cjuestion as we look at it beyond the 
year 1919, as to the state of business. I should be greatly surprised 
if we would have to have any substantial additional appropriations 
to take care of capital ■expenditures on the railroads after tne calen- 
dar year 1919, and the question whether we will have operating 
losses or whether we will earn enough from the railroads to pay the 
rentals will be largely dependent on the amount of business that 
is done. We are going through a process of readjustment now, and 
during the next few months business may fall off considerably, and 
if it falls off very considerably that may bring about a loss this year. 
On the other'hand, that may be made up by a good business in the 
fall. So aside from an operating deficit, which might come about 
as a result of an unsatisfactory state of business, I do not look for 
any very substantial additional appropriation for the Federal con- 
trol of railroads during the 21 -month period. 

Mr. Cannon. Is it contemplated in the coming 21 months for 
which this appropriation is made, and the Government keeps the 
railroads for 21 months after peace is proclaimed, that you are going 
to let the canals and inland waterways take care of ttiemselves. or 
are you going to divert traffic from the railroads to the waterways 
and from the waterways to the railroads and undertake to adjust 
the equities between the waterways and the railroads in that time ? 
Mr. HiNES. In this 21-month period it will be our purpose to trv 
to handle the traffic so as to sena by the waterways the traffic whicli 
it seems can be economically handled in that way. That will result 
in giving them more traffic than they had under private management, 
because under private management the railroads wanted to keep it 
all for themselves. So there will be a readjustment to the extent of 
trying to send through the waterways traffic which they can economi- 
cally nandle, and I am speaking now of the specific projects we have 
entered upon. 

The Chairman. YHien you use the word '* waterways" you mean 
these three waterways ? 

Mr. HiNEs. Yes. It would be our policy to pursue a reasonable 
plan of interchange of traffic with any ottier existing lines, but I 

am now speaking of these three projects that we have selected for 

the purpose of making a fair experiment. 
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The Chairman. In order that your position may be perfectly 
clear, you do not mean, assuming continued management of the 
railroads for 21 months after the declaration of peace — ^which pre- 
sumably would mean something more than two years — that during 
that time there would be any effort on the part of the Railroad Ad- 
ministration to further develop the waterway movement of freight 
bv financing capital investment in such waterway traffic ? 

Mr. HiNES. We have not any other additional projects in mind at 
this time and, of course, this appropriations does not call for any. 
But T would not want to say absolutely that nothing of that sort 
would be done, because some case mi^ht be brought up which would 
W thought justifiable. But my own judgment is that the wise thing 
to do i<? to make a very thorough and fair experiment with respect 
to these projects we have already undertaken. 

Railroad Capacity of Country-Terminal Development. 

The Chairman. Let me ask you this basic question, which bears 
on the particular subject you have been immediately testifying about 
ft^ well as on the particular subject of railroads. In your judgment 
is the country overbuilt in railroads or underbuilt ? 

Mr. HiNES. That is a pretty big question. In many places there 
are more railroads than are needed to handle the business, while in 
other parts of the country additional railroads are needed to de- 
velop the country. Taking the trunk lines of railroads I think they 
are adequate to handle the business that would move over them and 
that what is needed as to the railroad situation is a greater develop- 
ment of terminals. I think that is where the difficulty lies princi- 
pallv, in the terminal situation, and that they need a great deal of 
additional development. I think that additional development in 
(connection with terminals is needed, and that if such terminals were 
developed, and a better control of traffic through a unified Govern- 
ment control of all railroads, that is to say, more effective Govern- 
ment control of private management of railroads, generally speak- 
ing, they would be ample for handling substantially larger traffic 
than now exists — that is, taking the situation broadly. Of course, 
the country is going to continue to gr6w and in places it will be 
necessary to provide additional facilities. My own thought is that 
one of the values of making a reasonable demonstration of this water- 
way situation is that it will help to supplement the railroads and 
supplement the development of traffic and it will have a particular 
value in that, as a rule, it will help to relieve the terminal situation. 

The Chairman. How far is your terminal situation due to the fact 
that terminals have been built and in the past used for the purely 
selfish purpose of the road building and owning them to control 
traffic for itself ? 

Mr. HiNES. I think the way in which terminals have been planned 
has been brought about largely through the selfishness of an indi- 
vidual company, and therefore that the terminal as planned is leas 
available for general use than if it had been planned in the public 
interest rather than in the interest of a particular railroad. In 
addition to that, in the past it was very usual for a railroad com- 
pany to refuse to handle-competitive business in its terminals for any 
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other railroad cdmpany. I think that had a decidedly detrimental 
effect on the community and hampered the extent to which the 
terminal could be used. By degrees that policy has been discon- 
tinued under the force of public sentiment and the orders of com- 
missions and litigation of various sorts. But it still remains that 
the terminal, as it stands, was planned for their exclusive use, so 
that even when that policy has been abandoned it is frequently true 
that the terminal needs some comprehensive development in the 
common public interest in order to admit of the greatest use. 

The Chaifman. Is not this somewhat the situation touching the 
railroads, sDeakii^ again very broadly: That with the country run- 
ning at high speed in the way of manufacture and the raising of 
crofs and the movement of them, that the railroads present an in- 
adequacy to handle the freight expeditiously, due in many particu- 
lars to congestion at certain points because of terminals and other- 
wise, and yet in times of ordinary or subnormal activities they rep- 
resent an investment so great as to make it difficult to obtain a 
return sufficient to take care of their charges and make a dividend 
upon the investment ? 

Mr. HiNES. That is true to a considerable extent, and it is inevi- 
table, because business, as reflected in the operation of a railroad, 
does not remain on any given level; it goes up and down;. and the dif- 
ference between the most depressed point and the highest peak is 
very great, and the result is that in the time of very small busi- 
ness, either on accoimt of a poor year or at certain seasons of the 
year, the railroad plant, as a whole, is much more than is needed 
to take care of the business, and then at another season of the year 
the plant ^s insufficient to take care of the business. That, to a 
considerable extent, is an evil that is inevitable, because the business 
will not stoy on any given level; and if you have a plant that will 
measurably take care of it on a high level, you have a plant that is 
much more than necessary to take fcare of it on a low level. 

Of course, that is characteristic of pretty nearly every large busi- 
ness, because it does n'dt always run at even pitch. I think that as the 
country develops there will be a splendid opportunity to minimize 
the further investment in railroads by adopting a much greater 
unified control of the physical operations and by so handling the 
terminals ps to get the greatest use out of them, t think that if rail- 
road development is allowed to go on practically on the initiative 
of a great many different railroad corporations, as in the past, that 
there will be an enQruaous additional waste of capital tied up. in 
special developments t which are of interest to a particular railroad 
but which would not be necessary in the general interest, and the 
more ,we can unify control — entirely without Government operation, 
howevpr — the more we will save that waste of capital. I admit there 
is a great deal of it now, and it is due, as I think your question implicSr 
to the fact that the business fluctuates greatly, and I think that can he 
greatly equalized under more comprehersive unified control, even 
under private management, as I think it ought to be private man- 
agement as a permanent thing. 
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Xrw York State Barge Canal — ^Mississippi- Warrior Rivers. 

(Seep. 121.) 

Mr. Vare. Mr. Hines, going back to the waterway systems, assujn- 
insr that the New York State Barge Canal had been* well equipped 
with barges and other necessary equipment last year, when the 
climatic conditions were down below zero, could you have operated 
the canal ? 

Mr. Hines. No; the New York State Bar^e Canal is out of business 
several months every winter on account of being frozen up. That is 
one of the disabilities that the canal will always labor under. 

Mr. Vare. Does that same condition apply to the northern Missis- 
sippi ? 

Mr. Hines. It does not applv to the southern Mississinpi and the 
Warrior River, because I tnink they are open prerctically the year 
around, although I suppose that at times on the lower Mississippi 
they have a good deal of ice in it which comes from the Upper Missis- 
sippi. 

Mr. Vare. I had reference to the upper Mississippi. 

Mr, Hines. I suppose that is out oi business a great deal of the 
time. We have not looked into that at all, because we have not under- 
taken any development on the upper Mississippi. 

Mr. Vare. Would a railroad svstem developed after taking into 
fonsideratioii the maximum possibilities of these waterways be suffi- 
cient, or rather, would there not be the same overcapitalization if 
yoa had to meet conditions at all times ? In other words, would it be 
safe to simply depend on the water transportation and have your 
railroad condition cut down to that extent ? 

Mr. Hines. I think the two things would have to be worked to- 
gether. I believe that as you improved the waterways of the country 
there would be certain sorts of traffic that could be handled more 
coonomically than by the railroads, and that ought to be especially 
true if thev could handle the traffic which otherwise would call for 
the hauling of empty cars by the railroads in order to handle it. So I 
think the two things ought to be weighed together, and the final 
result would be that the advantage to the Nation will be greater if 
they utilize the waterways for what they are best adapted, but, of 
course, that should not interfere with the further needed develop- 
ment of the railroads. In the long run they will need a great deal 
of additional development, which will not be affected by the develop- 
ment of the waterways. 

Mr. Vare. I have in mind, for instance, large mills that might 
utilize the New York State Barge Canal for nine months in the 
year, and then when the climatic conditions changed they would 
necessarily have to shift to the railroads. 

Mr. Hines. Yes; and that is a disability that the canal service 
labors under inevitably. 

Mr. Vare. And that same thing would apply to the ndrthem 
Mississippi ? 

Mr. Hines. I should think so. I am not advised as to how long 
that is put out of business by ice, but I suppose it is to a very sub- 
stantial extent. 
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Investments in Railroads. 

The Chairman. I do not recall right now the total investment in 
railroads. Do you recaU it in rough figures? 

Mr. Parker. It is about $20,000,000,000 at the present time. 

Mr. HiNES. That is the nominal capitali:^ation. 

The Chairman. What has been about the annual capital outlay 
of these railroads ? 

Mr. HiNES. Mr. Parker, have you the figures showing what has 
been about the annual amoimt of capital expenditures by the rail- 
roads ? 

Mr. Parker. Oflfhand it runs from $600,000,000 to $1,000,000,000 
a year, but I have not the figures year by year. 

Statement follows as to property investment of railroads and the 
average annual expenditure increase therein for a period of 10 
years. 

Property investment of all railroads except switching and terminal companies. 

(Taken from Table IV, Appendix C, of the Thirty-second Annual Report of the Interstate Commeroe 

Commission.] 



June 30— 

1908.. 

1909.. 

1910.. 

1911.. 

1912.. 

1913.. 

1914.. 

1915.. 

1916.. 
Dec. 31— 

1916.. 

1917 «. 



Total increase from June 30, 1908, to Dec. 31, 1917. 
Average increase per year (9) years) 



Property 
investment. 



S13,213, 
13,609, 
14,557, 
15,612. 
16,004, 
16.588. 
17,153, 
17,437. 
17,684, 



766,540 
183,515 
816,099 
378.845 
744,966 
603,109 
785,568 
666,690 
736,585 



17,837,624,883 
> 18,503,624,883 



Increase dur- 
ing year 
preoeding. 



1396, 
948. 
1,054, 
392. 
583, 
565. 
283, 
247, 



416,975 

632, 5M 
562.746 
366.121 
858,145 
182.459 
881.122 
069.896 



»152,R8S,29R 
« 756,000.000 



5,379,858.34.1 
566,300,8M> 



1 Increase for six months' period. * Estimated by statistician of Interstate Commerce Commission. 

Property investment account as compiled from carriers^ reports to the Interstate Commerte 

Commission for the last 10 years. 

[From oral statement of R. S. Lovett before Joint Committee on Interstate and Foreign Commerce.] 



Year ended June 30— 



1906. 
1907. 
1908, 
1909. 
1910. 
1911. 
1912. 
1913. 
1914. 
1915. 



Total. 



$12,420, 
13,030, 
13,532, 
13.930, 
14,560, 
15,703, 
16.489, 
17,070, 
17,648, 
17,862, 



287,938 
344,328 
744,773 
420,742 
543,744 
477.337 
654,661 
028.581 
816,951 
416,550 



Increase. 



$468,938,989 
610,056,390 
502, 40% 445 
397,675,960 
630.123,002 
1,232.933,503 
696,177,324 
580.373,920 
578,788,370 
213,599,599 



Per cent of 
mileage. 



92.85 
91. 67 
91 fiS 
93.63 
94.13 
95.44 

96- eo 

96.73 
97.08 
96.76 



Total increase in 10 years. 
Average per year 



$5,911,067,601 
691,106.7«> 
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The Chairman. Presumably a part of that capital outlay is wiped 
out in determining the total of the investment m railroads. 

Mr. HiNES. Yes. This represents the net additions, after taking 
into consideration what ife paid out in connection with the additions. 

The Chairman. That would seem to indicate that there is prac- 
tically a 5 per cent increase in capital investment yearly on the rail- 
roads. 

Mr. HiNES. I think that figure of $1,000,000,000 b much in excess 
of the average, but undoubtedly there is an increase of from 3 to 4 
per cent every year, on an average, of the total investment in the 
railroads, but that is not excessive in view of the fact that this is a 
rapidly growing country. 

The C&airman. What do you figure will be the total of capital 
investment for the two years 1918 and 1919 1 For 1918, as I recall it, 
you show a capital investment of $573,000,000, of which the Govern- 
ment is financing $291,000,000. 

Mr. HiNES. Tes, sir. 

The Chairman. For 1919 what do you figure it will be? 

Mr. HiNES. For 1919 our figure is practically $876,000,000. 

The Chairman. So that would mean about $1,400,000,000 for the 
two years or $700,000,000 in the way of capital investment per an- 
num. 

Mr. Hines. Yes. In comparing that, though, with the experience 
of the past it must be remembered that the purchasing power of the 
dollar IS so much less now that that does not represent the addition 
of the same amount of physical property that the same amount of 
money would have done prior to these war years, so that the $1,400,- 
000,000, representing approximately $700,000,000 a year, when you 
measured it in the physical additions to the property, would probably 
be close to the minimum which had been done in recent years prior 
to the war. 

Allocation of Money for Betterments. 

The Chairman. Have you undertaken to allocate the $800,000,000 
of betterments that you figure to be made in this calendar year 1919 ? 

Mr. Hines. That process is now going on through a very careful 
review of what was authorized last year to see what could be cut out, 
but it has not been completed. We could make a tentative allocation 
of that. Our division of capital expenditures is studying the matter 
now and passing on authorities, but they are being very carefully 
scrutinizea; the director of the division of capital expenditures told 
me this morning that final action was coming along slowly, because 
of the very careful scrutiny that was given and that we could make 
only a tentative allocation at this time as between the companies. 
However, there are certain features of it that we could be exact 
about. For example, apart from this $286,000,000, which represents 
eouipment which the Railroad Administration ordered last year and 
which is to be delivered this year, it is estimated that the other capital 
expenditures during 1919, including the equipment, will be $491,- 
000,000. Now, of that amount $109,000,000 represents equipment 
which the corporations themselves ordered prior to January 1, 1918, 
but which could not be delivered during 1918 on account of the delay 
in obtaining deliveries and that will come along and be deliverea 
in 1919. 
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The Chairman. And that is exclusive of the $286,000,000 of equip- 
ment? 

Mr. HiNES. Yes. That could be definitely allocated, as I under- 
stand it. 

The Chairman. The importance of my inquiry lies in this: That 
the extent to which you may have good or bad debts will depend upon 
where this capital investment goes. 

Mr. HiNES. Yes. We estimate roughly that of this $491,000,000 
about $201,000,000 will be for equipment, and that includes the 
$109,000,000 which the corporations have already ordered. That 
equipment, generally speaking, will represent a good security, because 
it can be made the basis of exclusive security for the debt that is 
created to pay for it; the remaining $92,000,000 for equipment would 
be, broadly speaking, in the same condition, although there may be a 
substantial part of that that would represent the rehabilitation of 
existing equipment. For example, where wooden cars would be 
given steel underframes in order to strengthen them and prolong 
their life; in that case the car was already covered by an equipment 
trust or by a mortgage, and it would not be any better security after 
this additional expenditure was made on it, but broadly speaking the 
$201,000,000 for equipment would represent in itself a good and ex- 
clusive security to protect the loan. 

The other $290,000,000 would represent capital expenditures spread 
over the different companies, and so far we have not a reliable allo- 
cation of that, because the final authorities have not yet been passed 
upon, but acting on that matter we are governed by the prmoiiJe 
that we will not make expenditures now, under peace conditions, on 
a railroad company which can not give us good security, unless they 
are of an imperative character and in the public interest, but that 
represents, on those roads that can not give good security, a relatively 
small amount. 

Mr. GiLLETT. I do not quite understand what you mean by giving 
good security. 

Mr. HiNES. I mean, Mr. Gillett, that if you take the Pennsylvania, 
for example, that company can give us good security for what we 
spend, because the road nas good credit and probably can issue 
mortgage bonds on account of its additional capital expenditure. 

Mr. Gillett. I thought you were not allowing them to do that. 

Mr. HiNES. Oh, yes. 

Mr. Gillett. Are you at present? 

Mr. HiNEs. Whenever they can issue good mortgage bonds to 
reimburse the Government we want it done and require it to be done. 

The Chairman. Mr. Hines, if I have understood your recent fig- 
ures, there is $286,000,000 worth of equipment that has been con- 
tracted for and which the Government stands obligated to pay for, 
in round figures. 

Mr. HiNES. That is true. 

The Chairman. And you estimate for this calendar year there will 
be, in addition to that, expended on equipment about $201,000,000. 
which would indicate a total of $487,000,000 that would be put into 
equipment, and which, along with the $290,000,000 of what might be 
called betterments, represent in round figures the total capital invest- 
ment for the year ? 

Mr. HiNES. Yes; that is correct. 
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The Chairman. And of the $201,000,000, something over $100,- 
000,000 represents orders that were given prior to 1918 by the rail- 
roads themselves, which could not be delivered until this fiscal yeat? 

Mr. HiNES. Yes. 

The Chairman. As to that, they can have no possible objection as 
to the price, because they themselves are responsible for the orders ? 

Mr. HiNES. Yes; that is true. 

The Chairmai}. As to the additional which goes to make up the 
$201,000,000, presumably that will be done with the acquiescence of 
the railroads ? 

Mr. HiNES. Yes; that is about $92,000,000. 

The Chairman. So, you get down to the question now as to how 
far the railroads will accept at their cost the $286,000,000 of equip- 
ment? 

Mr. HiNEs. Yes. 

The Chairman. And that presumably is taken care of in a num- 
ber of instances in the contracts which you have actually entered 
into with the railroad companies? 

Mr. HiNES. I do not quite follow what you mean by ''taken 
care of.'' 

The Chairman. I mean taken care of in the sense that they agree 
to recognize their liabi !ity at its face for capital investment made in 
connection udth rolling stock. 

Mr. HiNES. The contract does not preclude them from raising the 
question that the capital expenditures which they were ordered to 
make were unnecessary for their purposes. They still have the right 
to raise that question and to claim that they have been made to take 
equipment that they did not need. That is a question which is open 
under the contract. 

Mr. GiLLETT. In all cases, you mean ? 

ilr. HiNES. Yes; it may be that in some cases 

Mr. GiLLETT (interposing). But it is open in all cases; that is all 
I meant. 

Adjustment of Allocation of Betterments. 

Mr. Hines. I want to qualify that in this way. There may be 
some of these cases where we have had a dispute with these com- 
panies about the allocation of the equipment and we may compromise 
on the amount, and in making a compromise, it may waive any 
right it mirfit have otherwise under the contract to be tested out at 
the end of Federal control. Generally speaking, certainly under the 
contract when taken by itself, the company has the right to raise 
that question. 

The Chairman. Now, all this brings me to this further inquiry, 
as to how much in the way of investment in rolling stock, because 
of its high war cost, there is any prospect of their being a contest 
by the raibroads with the ultimate result of its being charged off 
against them and carried by the Government as a war investment? 

Mr. Hines. First, under the contract they waive any right to com- 
plain of the cost. They can not object to the equipment because it 
was bought at a high cost. That is waived when they sign the con- 
tract. The only ground upon which they can attack the allocation 
of equipment is that they were required to pay for more equipment 
than was reasonable to assign to them, the question of cost being 
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immaterial in passing on that question. Now, it is speculative as to 
the extent to which they will be able to sustain claims that they have 
been assigned more equipment than was reasonable. In every case 
where they have objected, we have examined the facts they have 
brought forward and we have tried to give adequate allowance to 
any facts which seemed to show that our assignment had been more 
than it ought to be. The general result has been that we have felt 
satisfied that reviewing all the facts they brought forward, the as- 
signment was reasonable. It may be that they can convince the tri- 
bunal which passes on the subject that it was unreasonable, but I 
do not see now any way that we can forecast that beyond saving that 
our best judgment is that they will be unable to mamtain tneir posi- 
tion in nearly every case, because we have reviewed all the facts they 
have brought forward and we have not believed that they made out 
a case. 

Mr. GiLLETT. You could not go on record as saying anything else, 
of course. 

Mr. HiNES. But that has been our policy. Naturally, we have no 
point in trying to force them to take an assignment of equipment 
which we believed they could overturn, and we have tried, just like 
any reasonable business man does — ^he does not want to lay up a 
lawsuit against himself or a prospect of a successful one if he can 
dispose of the matter in advance by facing the facts in an honest 
way. So our best judgment is that there will be comparatively little 
success accompanying those efforts, but it is speculative as to how 
much there will be. 

The Chairman. How much of this rolling stock that has been 
bought and allocated has been accepted by the railroads ? Do you 
know as to that ? 

Mr. HiNES. At this moment I can give you an approximation; but 
bear in mind it can be accepted and still under the contract they 
have the right to raise this claim. 

The Chairman. But I meant accepted by waiver of the claim. I 
gathered from what you said awhile ago that when protests come in 
as to the assignment say of 1,000 cars to road A, that you immediat^Iv 
reexamined the assignment and said, for instance, to road A, ''Well. 
we will agree to cut that 1,000 down to 750 cars," and in doing that 
A then agrees to be bound finally by the allocation of 750 cars. 

Mr. HiNES. Any waiver in that sense would be negligible because 
the number of instances where we have revised the allocation have 
been few. 

Mr. GiLLETT. May I ask a question right here: Is the attitude of 
the railroads always one of wanting to take less cars than you allc^ 
cate, or do they sometimes want more cars ? 

Mr. HiNEs. No railroad company has wanted more at these high 
prices. The prices have been high and they have been reluctant to 
take them, and perfectly natural, they have wanted to get off with 
as few as they could; but after investigating these cases, there have 
been comparatively few instances in which we have felt that the 
facts called for any readjustment. 

The Chairman. Of course, it means nothing to them now, other 
than the situation they may find themselves in upon the resumption 
of operation by themselves of their properties, to accept equipment 
in view of the tact that the amount of equipment that is usea upon 
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their roads have no bearing upon the compensation which they now 
receive. 

Mr. HiNES. No; and, of course, they get an additional return to 
cover the additional interest charge that they incur on account of 
furnishing this equipment, so it is of no immeaiate concern to them. 

Mr. GiLLETT. It is to their interest to get just as little as they can. 

Mr. HiNES. Yes; for ultimate purposes, and yet I think they have 
exaggerated that, because if there is any readjustment of control so 
that the properties of the existing companies will be vested in new 
companies with a new capitalization, they would be allowed the full 
cost of this equipment as it stood in their investment. If it goes 
back into the old form of private control, the reflating body wotdd 
treat this as a part of the investment upon whicn they were entitled 
to make a return, and in fixing rates it would be used as a basis for 
that, so I think they have exaggerated the importance of that feature 
in any aspect. 

The CHAraMAN. On the other hand, if they could force the Gov- 
ernment into a position where, supposing 10,000 cars had been pur- 
chased at a cost which represented a third more than what they cotdd 
get cars for at the time wnen they get back the control of their roads, 
the Government itself had to own two or thtee thousand of these 
cars, they would then be in the position of purchasing those cars 
from the Government and to reduce to the extent of that number by 
one-third the capital investment which they had made ? 

Mr. HiNES. Yes; but they would have that much reduced invest- 
ment as a basis for any readjustment or sale to any other company 
or adjustment of the rates. 

The Chairman. I understand that; but, manifestly, rates can not 
be predicated just on the question of capital investment. 

Mr. HiNES. No; it does not work out precisely. 

The Chairman. And if a railroad is in the advantageous position 
of having a light capital investment compared with some other rail- 
road of equal facilities with a uniformity of rates, it is just to that 
extent put ahead of its competitor. 

Mr. HiNES. That is very true. It is an element, and they have an 
interest in trying to cut tnis down, but under the contract they can 
not make any point at aU on the price, and it has to be on the reason- 
ableness of tne assignment of those units of equipment to that par- 
ticxdar company regardless of price. 

Adequacy of Equipment of Railroads. 

The Chairman. Now, let me ask you another question and it 
necessarily is answered from your standpoint in view of the policy 
which you have outlined, but tne question is this: Have you any doubt 
as to an overequipment having come to the railroads at the end of 
this calendar year as a result of the investments that the Government 
has made in rolling stock for the railroads ? 

Mr. HiNES. No ; I have no doubt on that. There has been no over- 
equipment, because for the two years 1918 and 1919 the ordinary 
wastage of equipment will be in excess of all the equipment the com- 
panies were required to take, and the grave doubt will be, if there 
IS an enlargement of business, whether iJiere is enough equipment. 
I think it would be perfectly clear that the amount of equipment they 
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willliave at the end of this calendar year will he no more than th( 
need, and if there is any departure from what they need it will be le 
rather than more, although under unified control the equipment en 
be made to go further than it does under private control, and tht 
can get along with leas equipment, but they will need what they hav 
So far as there is a heavy slump in business, then, of course, there w 
be temporarily, as there always is in times of business depression, 
great many idle cars, but there is every probability that next fii 
with the normal business it will be just like it generally is in the f« 
and they will need all of the equipment. 

Mr. GiLLETT, Tlien, that means, if I understand you, that ne; 
fall there will be no more equipment, really, than they had two yon 
ago, because you have supplied simply enough to take care of tl 
wastage. 

Mr. HiNES. That is practically true as to the number of units, hi 
probably in capacity there will be a little more because the cars w 
getting are somewhat larger. 

Mr. SissoN. Would it not be absolutely to the advantage o( tl 
roads to take the equipment rather than to delay the equipment. Siij 
pose a road, when it was turned back to its private owner with 
certain number of cars, and for argument's saVe presume that hn 
the cars available for that road's business were purchased out of th 
fund we'are speaking of, if they did not take the cars at that timi 
it would take them many months to have them made in the sliopi 
would it not? 

Mr. HiNES. Yes. 

Mr. SissoN. I am speaking of the roads taking what equipmcn 
they actually need. 

Mr. HiNEs. Of course, though, in practice the cars we have ordorc 
represent a very small percentage of their total, and also with th 
interchange of equipment now, a company uses the equipment i 
other companies to a large extent, and I think the interest of a com 
pany in that direction, speaking perfectly frankly, would he offset 1> 
the mterest which the chairman has pointed out, and they would lik 
to get out of a part of this investment, because they could work alniiE 
and the diiference in the total number of cars would not be vcr 
great since tliis is a small percentage, and they could also poach oi 
their neighbors more or less. 

Mr. Sissof). If every railroad was poaching on its neighbors, th 
scarcity would bo the aamo. 

Mr. HiNES. Yes; but each company is thinking about its owi 
situation. 

Mr. SissoN. The only question I had in my mind was that at Ih 
time the railroads go back, it they decline to take the cars which yi" 
purchased, would it not impede them in the transaction of their hu?i 
ness to the extent that it may be to their advantage to take these cnr 
at once, even though the price was high? 

Mr, HiNES. I do not believe as that would present itself practicall; 
to any particulflr company that would be a factor. If it felt it couli 
make a case, it would go ahead and make it and take its chances oi 
getting the use of the equipment in the meantime; but I feel so wel 
satisfied that on the facta tiiey can not make out a case, the questim 
of high price being removed from consideration by the contract, tlia 
they can not sustain any considerable ctaiins. 
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Now, in that connection, this table haa been handed me: For the 
JO years ended December 31, 1916, the average number of new loco- 
nuifives per year which had been added to the railroads was 1,274 
over the period of 10 years. The number of new locomotives which 
were actually delivered in the calendar year 1918 was only 795, whi<'li 
WHS very much less than the average added during the l6-year period 
preceding. Now, the number ordered during the calendar year 1918 
was 2,030. Now, unless we make some large additional orders this 
yi-ar, the total locomotives delivered in 1918 and 1919 will fall short 
of the average of what has been delivered every year for the last 10 
ycjtrs. 

The Chairman. There is no trouble about locomotives because thoy 
can not use each other's locomotives, but your quarrel comes in tm 
your cars. 

Mr. HiNES. As to freight cars, the average number which had been 
added per year for the past 10 years was 47,199. The average num- 
bor which was actually added in 1918 was only 14,000 on account of 
the delay. The number ordered was 100,000. So the number ordered 
and which will be delivered in 1918 and 1919 was only slightly over 
twice the average per year for the last 10 years. 

The Chairman. Are you going to take all that you ordered? I 
thought there had been some cancellations. 

Mr. Hines. No; as to cars, we have gone into that very carefully, 
and, as I say, we find that they are so far along that we can not 
fiiiicel, and the entire 100,000 will have to be taken. 

The Chairman, Are you going to permit the railroads to turn in 
and order $91 ,000,000 worth of additional rolling stock for this year ? 

Mr. Hines. That will be of special types. The 100,000 cars we 
ordered were cars for traffic pruposcs, I mean for actually loading 
traffic into them. A great many cabooses are needed and then some 
psssenger cars of a special type are needed, and it is special typos 
of equipment, and also a certain rehabilitation program and strength- 
ening of cars which can have their life prolonged sufficiently by the 
strengthening process that makes up that $91,000,000. It is a lot 
of miscellaneous items. 

Tlie Chairman, Are you undertaking to control what the railroads 
may be permitted to order in the way of betterments? 

Mr. Hines. Our policy is that if any company wants to go ahead 
and make a betterment, and is willing to pay for it, we are glad to 
have them do it. We want to encourage mdustrial development in 
that way. 

The Chairman, But is that altogether a safe policy in view of the 
fad that to the extent that they do pay for those betterments they 
may be unable to pay for some equipment that you have ordered 
and are going to force them to take. 

Mr. HiN'Es. We would take that into consideration. Of course. 
We would not want that to impair its obligations to us on other 
things. 

The Chairman. But the question of impairment of obligation is 
one thing and the question of time is another. You may have a 
perfectly good security on which you will get yoiu- money back three 
or four or five or six years from now, and yet at the same time the 
(lovemment, having at present some little need of its own for 
money, may not be m a position to ignore the element of time. 
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Mr. HiNES. I was not using the term "obligation'* in a strict 
sense. What I meant to say was theat we would not let it go ahead 
with extra improvements that would interfere with its carrying 
out the arrangements we wanted it to carry out and to finance what 
we have ordered. In the first place, it has got to take care of 
what we order as far as it can. Now, in addition, if there is any- 
thing it wants to do and can pay for, that is all right; but we do not 
want it done in a way to interfere with its paying promptly what 
it owes us. 

The Chairman. Has any estimate been made by the railroads 
this year as to what they would like to expend in the way of better- 
mente ? 

Mr. HiNES. I do not understand there has been. That matter i; 
in this situation: All the railroad companies have been called on to 
express their views as to the program proposed by the Federal man- 
agers, and it is, of course, open to the companies in that connection 
to propose anything additional that they want. The matter was 
involved in some delay by reason of the fact that Judge Lovett had 
to resign as director of the division of capital expenditure on ac- 
count of being pretty badly overworked, and a successor was not 
appointed until I was made director general, so that this successor 
has only been in office now about three weeks. 

The Chairman. Who is in charge of that division now ? 

Mr. HiNES. Mr. T. C. Powell, who was our representative with the 
War Industries Board. From the appointment of the new director 
of the division of capital expenditures he has been taking up with 
the corporations these pro-ams that have been proposed by the 
Federal managers to get their views, and as their views are obtained. 
of course, thev will outline anything additional they want; but I 
think the probability is that with the still prevailing high price> 
they will not want to propose anything additional except in extreme 
cases. 

Financing of Betterments for 1919. 

The Chairman. As I recall your first statement touching the 
financing of betterments for the calendar year 1919, it was predi- 
cated upon the belief that $300,000,000 represented about what the 
railroads might be able to finance in the way of credits that they 
might establish themselves in the country. 

Mr. Hines. That figure was $291,000,000. 

The Chairman. That was exclusive of the $150,000,000 that vou 
were going to take from the rentals ? 

Mr. Hines. Yes, sir. 

The Chairman. How have you arrived at that determination? 

Mr. Hines. We have not been able to arrive at that by any careful 
study of individual cases, because the cases have not developed to the 
point where that is necessary. I have arrived at that rather bv a 
different process, although it produces that result, and that is that 
after takmg the $381,000,000 to settle up for 1918 we need these 
amounts practically in the next two or three months, the $286,000,000 
for equipment that we have ordered, the $20,000,000 for the Boston « 
Maine, and $12,800,000 for the inland waterwavs. That is $318,000;- 
000 that we see we need in the next few months and that there is no 
hope of getting refinanced in any satisfactory way in the early part 
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of the year. That, added to the $381,000,000 which we need for last 
year, makes practically $700,000,000; it makes $699,000,000. 

Now, knowing the difRculties of instantaneous financing, we were 
satisfied that we ought to have a margin of at least $50,000,000 to 
carrv things until they could be financed. That is the way I got at 
the $750,000,000. My associates felt we needed $150,000,000 to cover 
that margin, but I felt that, everything considered, we would take a 
chance on a mai^gin of $50,000,000. On that basis it figures out that 
there will be about $291,000,000 which the companies will be re- 
f|uired to finance to make that program good, in addition to the 
SI 30,000,000. Now, bear in mind the fact that they have got to 
tinance over $200,000,000 of maturities during 1919, which we are 
not going to help them in. The best iudgment I can reach, and it is 
confirmed by ray associates, is that that is as big an amount as we 
can expect them, on the whole, to finance dunng 1919. That is 
5291,000,000, and then on maturities they have got to finance some- 
thing over $200,000,000. So that this contemplates that the railroads 
(luring 1919 will be able to borrow in the open market something 
Hke 8500,000,000, and I think that is all we can hope they can do. 

Repayments to Government. 

The Chairman. Have you made any estimate as to when you hope 
trt get back any of your investments ? Manifestly you do not hope 
to get back any of your investment in capital account for 1918 m 
1919, nor any of 1919 back in 1919, so that you will not begin 
getting any payments until the calendar year 1920, if at all. 

Mr. HiNEs. My hope is that in the latter part of this calendar 
year, if financial conditions are reasonably good, we will begin to 
get back some of this money, but we will have needed the $750,000,000 
in the meantime. 

The Chairman. But you have stated, Mr. Hines, that you think the 
railroads will need to nnance their own maturities to the extent of 
$500,000,000. 

ilr. Hines. Yes; that is true. 

The Chairman. And that is all you can expect of them this year. 
That $500,000,000 did not involve the payment of anything to the 
Govememnt, and if that is all they can be expected to do, how do 
you figure you are going to begin getting some monev back in 1919 ? 

Mr. Hines. That will involve this, which I probably did not make 
clear: That is all we can expect them to finance in time to pay off 
things so as to enable us to take care of them in the calendar year 
1919, but toward the end of 1919 I look for them to be in a position 
where they can finance more and yield us results, but they will not be 
yielded in time to diminish the $750,000,000 we have got to provide 

w. 

The Chairman. In point of fact, is not this the situation: That 
for 1920 they will be met with the same situation that confronts them 
in 1919 of the need of making betterments, which presumably will 
run anywhere from $500,000,000 to $700,000,000 or $800,000,000, and 
that the only chance they wUl have to really repay the Government 
would be, if they have the roads, that their volume of business under 
the rates irhioh have been established will be sufficient to ]rield them 
surpluses to take care of some of their capital account, or if you are 
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operating the railroads equally as well that the same surplus will be 
sufficient to enable you to apply some of it on capital account? 

Mr. HiNES. Well, I think it does not depend principally on that: 
I think it is more a question of general credit, and I anticipate that 
that condition will improve the further we get away from the war 
financing of the Government. 

The Chairman. In other words, it is your idea that if the railroads 
once get established on a basis which yields them a return sufficient 
to take care of their fixed charges and their dividends that their 
credit will then be sufficient in the market to enable them to obtain 
simis sufficient to repay any advances the Government has made for 
capital account? 

Mr. HiNES. By degrees; they can not do it all at once, but I think 
the situation will steadily improve if financial conditions reasonably 
improve, and I think it is reasonable to count on that as we get 
further away from Government war financing. 

The Chairman. After all, does not this proposition present itself. 
in the absence of Government ownership: That the railroads must. 
either through their own efficiency of operation and the economies 
that can thereby be produced or through an added return in the way 
of rates for traffic moved, be stabilized to the point where the invest- 
ing public will be willing to underwrite any necessary investment in 
the way of capital account ? 

Mr. Mines. I should say that is true, but after all the continued 
development of the railroads depends on their having a credit which 
will be sufficient to borrow the necessary money or to raise it through 
the sale of stocks, because they can not make the necessary improve- 
ments simply out of the surplus income. 

The Chairman. In other words, the railroads will never pay off 
their capital investment. 

Mr. HiNES. I do not think so; 1 think it will always be an increas- 
ing investment, and has to be an increasing investment either through 
the purchase of bonds or the purchase of stock. I do not think I 
have made myself clear. I feel very well satisfied that we can not 
count on a greater aggregate financing by the corporations than ap- 
proximately $500,000,000, which can be finished in tiine to turn the 
money over to us to enable us to take care of our obligations this year. 
but I am hopeful, if conditions continue to improve, that financing 
can be put on the way which will yield results later on, at the very 
end of this year or in the early part of next, which will enable us to 
get somewhat ahead and begin cutting down this total indebtedne??: 
but we are in this area of readjustment, the war financing of the Gov- 
ernment still ffoing on, and that is why, as I look at it, we do need 
this additional appropriation to carry us. My own hope is, and I 
think there is valid belief for it, that as the end of the year approaches 
and next year comes on we will gradually improve our condition and 
get a part of this debt retired. 

The Chairman. You do not hope, short of quite a series of yean=* 
to liquidate this debt to the Government ? 

Mr. HiNEs. I think it can be liquidated in this way: That under 
favorable market conditions the railroad companies may easily be abl^ 
to borrow outside on rates more favorable than the rates we charge, 
and that they will simply transfer the. indebtedness from the Govern- 
ment to outside investors. 
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The Chairman. We are chaining them 6 per cent? 

Mr. H1NE8. Yes. 

The Chairman. And you think that in the next two or three years 
they will he ahle to finance at a rate sufficiently low to make it an in- 
ducement to them to gnwice and transfer the indebtednass from the 
Government to investors? 

Mr. Hikes. I think there is a strong probability of that as to a large 
part of this total. That will not be equally so as to all, companies, of 



Ek^oNouiEfi AND Keamustment Under Fbdehal Control. 

The CuAi&UAN. Mr. Hines, the Government has had control of 
tho railroads now for about 13 months. It has been actually oper- 
Htiiig them independently of any operation on the part of their for- 
mer owners for some nine months. Are you getting any figures that 
undertake to show any real economies in operating costs, either a.s a 
result of your own experience or as a result of the facilities that the 
Government baa through central control that would not belong to 
Ihp individual companies? 

Mr. HiNES. We nave had estimates made of economies derived 
from certain specific changes of policy. In the matter of the dis- 
continuance of soliciting forces, advertising forces, circuitous routing, 
and by the consolidation of terminals, wo liave made an estimate of 
what they have amounted to during the year. Beyond those specific 
things, it has been impracticable to get any satisfactory light on that 
stiliject at all, because the only year we have had to deal with them 
lias been a war year, when our responsibility was to produce results, 
just as there would be in every other line of business affected by the 
war. It was not a time that was favorable to economies. 

On the contrary', everything involved excessive costs. It is gener- 
ally reet^nized in practically everything, and that is also true of the 
railroads, that in operating under war difficulties to accomplish war 
purposes, you can not in your general operation« find opportunities 
for economies. Aside from those specific matters I have mentioned, 
we have not any figures that would throw any Ught on that problem. 
B"roin those specific things I spoke of it is estimated thai the saving 
was approximately $90,000,000 per year. I think it is fair to say 
ihat while generaDy the public accepts the view that war is a time 
<i( heavy costs and a time when economies have to be put in the back- 
P'ound, yet there has been a disposition to lose sight of the fact as to 
the railroads, or to assume that the railroads were operating prac- 
tically under normal conditions and thai. they ought to show the 
oconomiee that ought to be expected when operated on a normal basis. 
Of course, we have been affected by those difficulties which make for 
increased costs, except in those raatten^ where through consolidation 
iind throurfi the discontinuance of specific things we could accomphsli 
savings, which savings, however, simply served in part to offset tho 
abnormal costs that the railroads, like everything else, were subject 
to in time of war. 

"Rie Chairman. Have you gotten to the point where you believe 
you are shaking down your organization into any greater efficiency 
as such than has heretofore existed ? 
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Mr. HiNES. We are just getting to the point where processes of 
readjustment can be undertaken, and tnis month the regional 
directors and Federal managers are hard at work on that propo.si- 
tion, and, I might say, with a great deal of cooperation from labor. 
They are trying to adjust things to the basis that ought to exist 
after the cessation of hostilities. 

Return of Railroads to Owners. 

The Chairman. There seems to be a general impression that there 
is a complete demoralization existing m all branches of this rail- 
road service, or a sort of feeling that the whole matter is transitory 
and temporary; that it is the Government's business, and, therefore, 
nobody's particular business, and that, as a result of that condition, 
the actual management of the railroads is loose and the expense high. 

Mr. HiNEs. I think that the state of relaxation that canie about 
with the signing of the armistice and the natural state of inquiry as 
to what would happen to the railroads have tended to produce a 
situation of that sort, which will be cleared up largely as soon as wc 
can know something definite as to what is to happen to the rail- 
roads. Of course no business can be handled if the proper state of 
mind on the part of the organization is lacking, or ii the organiza- 
tion does not know whether it is going to end in six months, twelve 
months, or two years, and if there is a state of uncertainty" as to 
the future. It is a very hampering condition, and since the armistice 
has been signed there has undoubtedly been that element in the 
railroad situation. 

As soon as the armistice was signed some of the railroad corpora- 
tions began to insist that the properties ought to be turned over at 
once with the proper legislation. Then, of course, the average subordi- 
nate officer and employee could not figure on how long it would 
take to get the proper legislation enacted, and they perhaps assumed 
that in three or four months there would be a transfer back to the 
old control. Undoubtedl}'' there has been a state of uncertainty 
which has had a very hampering influence. 

The Chairman. Briefly stated, what was the position that the 
raihoads took touching the legislation that they wanted coincident 
with the early return of the roads. 

Mr. IIiNES. The position of the railroad executives is that they 
want the railroads to be turned back to the old railroad corpora- 
tions fust as they were, without change in the capitalization or in 
the relations of the railroad corporations to each other; with power 
on the part of the companies to consolidate competing hues under 
public supervision; to engage in certain forms of pooling under 
public supervision; the power to make rates to be taken awaj^ from 
the State commissions, the power of the Interstate Commerce Com- 
mission to be complete over aU rates, both interstate and intrastate; 
the power of suspending rates to be taken away from the Interstate 
Commerce Commission; a secretary of transportation to be created, 
who would take over many of the administrative duties now per- 
formed by the Interstate Commerce Commission, and who M'ould 
be given qualified power to suspend rates or increases in rates pend- 
ing inquiry into the reasonableness of the increase. 
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The Chairman. Did they take the time or trouble to surest what 
they proposed doing in the way of paying "Uncle Sam," the money 
that they owed him coincident with these changes 1 

Mr. HiNEs. I do not think that waa a matter that they undertook 
to deal with. 

Financing Boston & Maine Kailhoad. 

The Chairman. You have agreed, Mr. HineB, to finance the Boston 
& Maine to the extent of {20,000,000? 

Mr. HiNES. Yes, sir. 

The Chaibman. When was that ^reement arrived at * 

Mr. UiNES. Mr. Eddy, do you recall the day it was that we Bnally 
announced that policy! 

Mr. Eddy. That was the first part of September; I do not remem- 
ber the exact date, when Mr. McAdoo made his trip to Boston, which 
took place just about Labor Day- 

Mr. HiNES. The first part of September, 1918. 

The Chairman. What does it involve * 

^Ir. UiNES. It involves in effect the taking of obligations which at 
once or at the end of a brief period, if not paid, will become lO-yeor 
6 per cent bonds secured by a morte^e on the Boston & Maine prop- 
erty. Mr, Eddy, could you state that for the record ? As I recall it, 
first short-term securities which are to be replaced by bonds, matur- 
ing in 10 years ? 

Mr. Eddy. Yes, sir; 10-year 6 per cent bonds, in substance. 

The CiiAiRMAN. Is this in the nature of a refunding of an exist- 
iQg indebtedness or is it for the purpose of new betterments ? 

\Ir. HiNES. The bonds to be taken by the director general are to 
refund an existing indebtedness, but this transaction has a bearing 
on the whole betterment situation of the Boston & Maine. The Bos- 
ton & Maine Railroad s-yatem is made up largely of lines which were 
leased to it and under tnese leases the Boston & Maine was obligated 
to pay substantial rentals.. Those rentals, of course, were a first 
charge, because if they were not paid those portions of the system 
would be lost. The Boston & Mame was in a position where it was 
not able to offer any satisfactory mortgage security, because it could 
not put any mortgage on its leased lines and any security which it 
gave which tried in any way to pledge the leased lines, of course, 
made the charges subordinate to the rentals, so it was nothing better 
than a second or postponed lien. We were in the position where, on 
account of the absolute necessities of the case, we had to provide sub- 
stantial additions and betterments to the Boston & Maine and its 
leased lines and with its existing financial structure it was not able 
to give us any security which was marketable or reasonably sat- 
bfaetoiy. 

This plan of reoi^anization contemplated that the holders of stock 
of the important leased railroad companies would exchange the same 
for preferred stock in the Boston & Maine and that their leases 
would be canceled. That opened the way for the Boston & Maine to 
give a mortgage to take care of its indebtedness which would be a 
tirst lien on all the valuable part of its system and which would 
come ahead of what was to be paid on account of these previously 
leased lines; because when these companies or their stockholders ce> 
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ceive preferretl stock in place of their former leasehol<t iittcrtsL 
-what is then paid to them is postponed to any in terest charges wliirli 
the Boston & Maine; incurs. The matter was discussed all tbniu^li 
last BUHLmcr, and it was urged verv strongly that the situation nii< 
not only a hindrance to the coUectfon of any indebtedncas which itie 
Government might have to permit the Boston & Maine to assume, 
because the Boston & Maine, without a reoi^anization, could not give 
any satisfactory security; but it was also a menace to the geiieml 
iinancial situation, because at that time the war work was in full 
swing, with no prospect of termination. It was decided that it \ui> 
in tiie interest of the Kailroad Administration to aid in carrying 
out this reorganization, both to help the general financial situation 
and to put the Boston & ifaine in shape where it could give roa-^dii- 
ably satisfactory security for what the (^vernment would have ti* 
spend upon it. 

As a result of those conditions, the Director General gave dcliiiilc 
a<lvice last September that if this reorganization was carried thnmpli 
on the general lines [ have indicated the Railroad Administrutiuii 
would take $20,000,000 of their new mortgage bonds, thereby en- 
abling them to carry the reorganization through and put them in h 
position where they could ^ive a mortgage whicli had a very ainple 
margin for future issues. Mr. Eddy, is it the case that there is ;i 
margin in that mortgage for future issues so that they can give se- 
curity for what we may spend for additions and hettermentsT 

Mr". Ei>nY. Yes, sir. 

Mr. HiNEs. That was my recollection. The mortgage which is <<• 
be given is an open mortgage and forms a basis for issuing the noes- 
sary securities to reimburse the Kailroa<l .Vdministration for adtli- 
tioiis and betterments which it has to make for the Boston & Maim-. 
besides the $20,000,000 now to be advanced. 

The Chairman. What did the $20,000,000 go into » 

Mr. HiNEs. The $20,000,000 is to take up the miscellaneous debt 
of the Boston & Maine, which was hanging over it and which wns 
largely responsible for its bad credit, although not wholly. 

The Chairman. By liquidating those debts it gave it a stabilily 
that made the owners of the leased lines wdling to transfer them aitii 
take preferred stock rather than to insist on their rental contracts^ 

Mr. HiNEs. That was the contntUing factor in inducing them ti' 
make the exchange. 

The Chairman. To what extent did the Boston & Maine increiw 
its capital stock as the result of this transaction? 

Mr. Hi.VEs. The amount by which the capital stock of the Boslmi 
& Maine was increased was approximately ?20,000,000. That mtnl' 
preferred stock of the Boston & Maine is to he issued in exchanj,"' 
for sto<k of the lessor corporation. 

The Chairman, Was any common stock issued? 

Mr. HiN'V's. No common stock; just preferred stock. 

The Chairman. What lines did they take over? 

Mr. HiXEs. The lines which were brouglit into the Boston & Maine 
bv that exchange— that amount, instead of being $20,000,000, is prae- 
ticallv $39,000,000, hecaune the Fitchbura was omitted in this cal- 
culation — the Fitchbui^, the Concord & Montreal, the Manchcslei 
& Ijiwrence, tlie Coiine<'ticut Kiver, the Boston & Lowell, the Lowell 
& Andover, and the Kennebunk & Kcnnebunkport, and that involved 
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the issue of about $39,000,000 of Boston & Maine preferred stock 
in exchange for stocks of these other companies. 

The Chairman. The mortgage given to the Government is limited 
to the leased roads that were taken in? 

Mr. HiNEs. No: there is to be a mortgage which will cover the 
prt^sent Boston & Maine road and the property of these seven lines 
now held by lease. Is not that the case, Mr. Eddy ? 

Mr. Eddy. That mortgage is not completed, but I understand that 
to be the case. 

Mr. HixEs. It is a system mortgage. 

The Chairman. A primary mortgage? 

Mr. HiNES. Does that include the former debt or is it secondary 
to the original debt of the Boston & Maine ? 

Mr. Eddy. The $20,000,000 is not represented by an absolute first 
line, but it is secured by a mortgage which under the peculiar law 
of Massachusetts is applied to secure equally all of the other out- 
standing debts, so that the total mortgage debt — you have the fig- 
urt>s there, Mr. Hines — is about $103,000,000 of which the Govern- 
ment has a share of $20,000,000. 

Mr. Hines. The situation is that all existing indebtedness is 
equally secured with this $20,000,000, which is merely a floating in- 
ciebteaness. That is all secured by a mortgage on the Boston & 
Maine system. I understand that as far as the Boston & Maine 
proper is concerned there is at present no mortgage, except about 
82,000^000 which it is expected will be refunded bv the new mort- 
gage bonds. Nearly the entire indebtedness that is outstanding is 
taken care of in this way. At present it is for the greater part not 
secured by mortgage, but it is possible under the Massachusetts law 
to make a mortgage which will cover all existing indebtedness, in- 
cluding the $20,000,000, a total of about $103,000,000, and which will 
be open to admit of additional mortgage bonds being issued to 
reimburse the Government for advances which it may make for 
ailditions and betterments on this svstem, or to raise monev for 
other proper corporate purposes. 

I ought say that another very embarassing feature in attempting 
to finance this situation at all oefore was that while the Boston & 
Maine was the operating corporation, yet as to all leased lines there 
was a question as to what sort of security we could get. We mi^ht 
^et the Boston & Maine to give us its note, but it was a question 
whether we could get any sort of obligation whatever from the lessor 
rompanies which owned these other lines. It was an exceedingly 
badly mixed up situation, from the standpoint of the Government, 
whic-ii had been making the additions and betterments, and yet, with- 
out the reorganization, we could not find any way to get a security 
which was satisfactory. It is beUeved that the mortgage bonds 
which we take are not only perfectly good, but with the margin of 
income over and above the fixed charges they will be marketable 
within a reasonable period and be a desirable investment in New 
England and can be disposed of. 

The Chairman. Did that result in the reduction of the fixed 
charges of the Boston & Maine at all or an increase of them ? 

Mr. Hikes. The result of the aiTangement was to reduce the fixed 
charges bv eliminating the rentals which were formerly fixed 
charges. These become now merely preferred dividends. 
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The Chairman. The interest on the loan to the Government ? 

Mr. HiNES. The debts which this loan is to take up at 6 per cent 
were already bearing interest, I believe. 

There is this other feature about the situation. Additional securitv 
is given to the Government for the $20,000,000, in that the holders 
of the new preferred stock which is issued as a substitute for these 
leases agreed to forego a part of their preferred dividends for the 
next five years so as to create by the end of five years a fund of 
$12,000,000, which becomes a special additional security for the Gov- 
ernment in respect of its loan of $20,000,000. That is in addition to 
the security it gets by virtue of the mortgage. 

The Chairman. This money will be tied up by these terms for 10 
years i 

Mr. HiNES. The $20,000,000 will probably not be paid by the com- 
pany for 10 years, but my best judgment is that in two or three years 
we probably will be able to sell those bonds on the market hi New 
England and get the Government's money back in that time, because 
it is believed they make a very satisfactory security, which will be 
very attractive to the local investor in New England. 

The Chairman. You take the bonds as a security, but not as pay- 
ment for the debt ^ 

Mr. HiNEs. They do not owe that debt to the Government -the 
$20,000,000 — they owe it to a great many different creditors. The 
Government simply buys $20,000,000 of bonds. 

The Chairman. That is what I was coming to, whether it lent 
$20,000,000 to the Boston & Maine and held the bonds as collateral 
and security for the loan or whether it bought the bonds outright \ 

Mr. HiNES. It buys the bonds and has an opportunity to sell tnem 
whenever it can. 

The Chairman. At par i 

Mr. HiNES. Yes, sir. 

The Chairman. And when it gets j)aid is dependent upon the 
market value of the bonds ^ 

Mr. HiNEs. Yes, sir; or upon the maturity. But a 6 per cent 
first-mortgage bond on a large part of the Boston & Maine system with 
this large margin of safety that is secured by all the rentals being 
postponed to it will, it is believed, be a very desirable security in New 
England, and that within a comparatively short period — within two 
or three years — it can be disposed of. 

Mr. GiLLETT. Six per cent bonds? 

Mr. IIiNEs. Yes, sir. 

The Chairman. Has that been carried through i 

Mr. HiNEs. No: it is just about to be carried through. The ajv 

Krovals have just been obtained, and in a short time it is expected to 
e can'ied through. 

The (^hairmax. Is there any market value upon the bonds now^ 

Mr. Eddy. No, sir; not so far as we know. 

The Chairman. You spoke some days ago in connection with the 
security that the Government would take to cover betterments in the 
form of rolluig stock, and you spoke of that security taking the 
form of equipment trusts. When this rolling stock is paid for bv 
the Government and allocated U^ the roads, do they then undertake 
to issue these equipment trusts which the Government takes, or what 
is your method of securing those advances? 
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Mr, HiNE3. That is the general plan, that the company will issue 
these equipment-trust notes, and they will be taken bj- tne Govern- 
ment unless sorao other plan is feasible at the time, which will pro- 
duce the money for the Government. 

The CnAiRMAN. Are they to be taken hy the Government with 
title to them in liquidation of the date or to be held by the Govern- 
ment as collateral for the debt? 

Mr. HiSES. They are taken by the Government in liquidation of 
the debt. The equipment- trust notes, however, themselves consti- 
tute, either directly or indirectly, a general obligation of the corpo- 
ration to pay. So that in this transaction the Government retams 
both the corporation's general obligation to pay and also the benefit 
of the security afforded by the equipment. 

The Chairman. jVnd tnis security presumably by its nature en- 
hances in value from year to year by virtue of the payments that are 
called for upon the principal of the debt ? 

Mr. Mines. Yes; because the debt is paid off much more rapidly 
than the equipment deteriorates. 

The Chairman, Mr. Hines, I assume that in the figures that have 
been given, and in the testimony that has been given, you have been 
dealing right along with what are known, generally speaking, as 
class 1 raifroads, and have not been dealing with short-line roads. 

Mr. Hines. Well, that is hardly correct. We have been dealing 
with the railroads which have been taken completely under Federal 
control. In a few instances we have takes under Federal control 
railroads that were below class 1, and in some instances we havp 
excluded railroads which were regarded as class 1 railroad ;• 
Broadly speaking, however, the roads which we operate correspond 
closely with the cKss 1 railroads, and our figures relate only to the 
railroads which we operate. 

The Chairman. Tinder the law which was passed, the President 
was given the right to take over short-line railroatls, as they are 
called, and also given the right to relinquish the control of any of 
tliose roads that were not necessary to be controlled in connection 
with the general transportation problem. 

Mr, Hines. The Federal-control act itself took over the short-line 
railroads, but gave the President the right prior to July 1, 1018, to 
ri'linquish control of all or any part of any railroad system of trans- 
portation further Federal control of which the F'resi<lent might 
df'ciii not needful or desirable. 

The Chairman. Can you state the short-line roads which you did 
maintain control of and any of the class 1 roads that you relin- 
quished? Perhaps that will be the biiefest way in which the matter 
can be stated. 

Mr, Hines. I can furnish you a memorandum which will give the 
names of the class 1 roads which we relinquished and of the roads 
below class 1 which we did not relinquish. 
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LIST OF CLAl 

Ari^na & Sew Mexir-i. Railway ( '. 
ItinRham & Garlield lUilway t'u. 
i*ana<liaii Pacilir Linen in Maine. 
I'olorado & Wycuninjr Railway Co 
<'i>|iirado Midland Hailmad ('i>. 
''ripple Treek A Colorado 
Kailmad ('o. 
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LWT OF CLASfl II AND CLASS III ROADS THAT HAVE BEEX RETAINED. 



CLASS n ROADS. 



Cumberland & Pennsylvania Railroad 

Co. 
Danville & Western Railway Co. 
Dayton & Union Railroad Co.* 
Detroit, Bav City & Western Railroad 

Co. 
Escanaba <& Lake Superior Railroad 

Co. 
Evansville Sc Indianapolis Railroad 

Co. 
Farmers Grain <& Shipping Co. 
Fern wood & Gulf Railroad Co. 
Fort Worth & Rio Grande Railwav 

Co. 
Gallatin Valley Railway Co. 
Galveston, Houston & Henderson 

Railroad Co. 
Georgia, Florida & Alabama Railwav 

Co. 
(Teorgia Northern Railway Co. 
Gettysburg & Harrisburg Railway Co. 
Gilmore & Pittsburgh Railroad Co. 

(Ltd.). 
Grand Canyon Railway Va). 
Green Bay & Western Railroad Co. 
Greenwich & Johnsonville Railway 

(;o. 
Gulf, Texas & Western Railvvay Co. 
Harriman & Northeastern Railroad 

Co. 
Hawkinsville & Florida Southern 

Railway Co. 
Huntington & Broad Top Mountain 

Railroad & Cool Co. 
Houstcm & Brazos Valley Railroad 

Co. 
Houston & Shreveport Railroad Co. 
Interstate Railroad Co. 
Kanawha & West Virginia Railroad 

Co. 
Kansas City, Clinton & Springfield 

Railway Co. 
Kewaunee, Green Bay & Western 

Railroad Co. 
Lake Charles d Northern Railroad Co. 
I^ake Erie & Pittsburgh Railway Co. 
Lake Superior & Ishpeming Railway 

Co. 
Litchfield & Madison Railway Co. 
Lorain <k West Virginia Railway Co. 
Lorain, Ashland & Southern Railrr)ad 

Co. 
Louisiana Southern Railway (>). 
Macon, Dublin & Savannah Railroad 

Co. 
Manistee & Northeastern Railroad Co. 
Manistique A Lake Superior Railroad 

Co. 
Maryland, Delaware & Virginia Rail- 
way Co. 
Memphis, Dallas & Gulf Railrrmd Co. 
Michigan Air Line Railway. 



Minnesota & International Railwav 
Co. 

Mississippi Central Railroad Co. 

Montpetier A Wells River Railroad. 

Morgantown & Kingwood Railroad Co. 

Munising, Marquette & SouthesBtem 
Railway Co. 

New Iberia & Northern Railroad Co. 

New Jersey A New York Railroad Co. 

New York & Long Branch Railroad Co. 

Northeast Pennsylvania Railroad Co. 

Northern Alabama Railway Co. 

Ohio River & Western Railway <A». 

Orange A Northwestern Railroad C<-. 

Orep)n Tnink Railway. 

Pans & Great Northern Railroad Co. 

Perkiomen Railroad Co. 

Pierre, Rapid City & Northwestorn 
Railway Co. 

Pittsburgh, Chartiere & Youghiogheny 
Railway Co. 

Pontiac, Oxford & Northern Railroad. 

Puget Sound & Willapa Harbor Rail- 
way Co. 

Quanah, Acme & Pacific Railway Co. 

Quincy, Omaha & Kansas City Rail- 
road Co. 

Rio Grande, El Paso & Santa Fe Rail- 
road Co. 

Rio Grande Southern Railroad Co. 

Roscoe, Snyder & Pacific Railway Co. 

St. Johnsbury & Lake Champlain Rail- 
road Co. 

St. Louis, Troy A Eastern Railroad Co. 

San Antonio, Uvalde A Gulf Railroad 
Co. 

Sandy Valley A Elkhorn Railway Co. 

Sapulpa A Oil Field Railroad (^in St 
Ix)uis-San Francisco). 

Savannah A Atlanta Railway Co. ;See 
Savannah A Northern.) 

Savannah A Northwestern Railway. 

Seattle, Port Angeles A Western Rail- 
way Co. 

Sullivan County Railroad. 

Sunset Railway Co. 

Susquehanna '& New York Railroad 
Co. 

Sussex Railroad Co. 

Tacoma Eastern Railroad Co. 

Tallulah Falls Railway Co. 

Tampa Northern Railroad Co. 

Texas Midland Railroad. 

Toledo, Saginaw A Muskegon Railwav 
Co. 

Vermont Valley Railroad. 

Virginia-Carolina Railway Co. 

Wadley Southern Railwav Co. 

Watertown A Sioux Falls tUdlway Ci». 

Weatherford, Mineral Wells. A North 
western Railway Co. 

\\i^\ Side Belt Railroad Co. 
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Union Freiglit Railroad Co. 
Union Railroad Co. of Baltimore. 
Union Railway Co. (Memphis, Tenn. ) 
Union Stockyards of Omaha. 
Union Terminal (^o. (Dallas, Tex.\ 
Union Terminal Railway Co. (St. 

Joseph, Mo.). 
Van Buren Bridge (^o. 
Washington Terminal Co. 



West Tulsa Belt Railway Co. (incor- 
porated with St. Tx)uifi-San Fran- 
cisco.). 

Wheeling Terminal Railway Co. 

Wichita Union Terminal Railway Co. 

Wiggins Ferry Co. 

Wilkes-Barre Connecting Railroad Co. 

Winona Bridge Railway Co. 

Woodstock & Blocton Railway Co. 



The Chairman. As to those short lines that you did not relin- 
quish, your statement of financial needs and operations include them 
as well as the class 1 roads ? 

Mr. HrwEs. That is true. 

Short-Line Railroads. 

The Chairman. But you have asked nothing and apparently con- 
template doing nothing in connection with the short line roads that 
you are not controlling. 

Mr. HiNES. With respect to the short-line railroads which the 
President relinquished, and which therefore the Railroad Adminis- 
tration is not operating, we have not undertaken to control their 
conditions and betterments, and therefore have made no plans for 
furnishing money on that account or furnishing any other money for 
improvement purposes on those short lines, or for any other purposes 
except to the extent that we make certain operating readjustments 
with them which are not necessary to be taken into consideration for 
presentpnrposes. 

The Chairman. But perhaps for the record it may be well to un- 
derstand just what, if anything, has been done in the way of relation- 
ship with them in connection with operation to relieve the situation 
which they claimed would exist, and would be detrimental to them 
as a result of the Government taking control of the class 1 roads. 

Mr. HiNES. We have made an arrangement whereby we will make 
cooperative contracts with the short-Tine railroads which were re- 
linquished. Under those contracts we relieve them of the per diem 
on freight cars which but for this arrangement they would owe the 
Railroad Administration for the use of such cars, and this release 
is to go back to March 21, the date of the Federal control act. We 
have also arranged to protect them for the future in the amoimt of 
competitive traffic, where there was competitive traffic, equal to that 
which they enjoyed on an average durmg the test period; that is 
during the three years ending June 30, 1917, and we have also ar- 
ranged to make with them a readjustment through a cash payment 
for competitive traffic which they may claim to have lost and the 
loss of which they mav establish to our satisfaction from March 21 
1918, the date of the 'Federal control act, down to the date of the 
contract. These are what I spoke of as cash payments in connection 
with operating readjustments. I thmk the concessions thus made 
will reasonably protect these short Imesagamst the diffipulties which 
they have pointed out as bemg mcident to their situation of not beine 
included under Federal operation. ,. ^ ^ ^ 

The following is a copy of the short-line contract. 
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Beaumont Wharf &, Terminal Co. 

Belington & Northern Raih^ad Co. 

Belt Railway Co. of Chicago. 

Birmingham Belt Railroad Co. (incor- 
porated with St. Louis-San Francisco). 

Birmingham Terminal Co. 

Boston Terminal Co. 

Brooklyn Eastern District Terminal. 

Buffalo Creek Railroad. 

Calumet Western Railway Co. 

Central Transfer Railway & Storage 
Co. 

Central Union Depot & Railway Co. of 
Cincinnati. 

Charleston Terminal Co. 

Charleston Union Station Co. 

Chattanooga Station Co. 

Chicago & Western Indiana Railroad 
Co. 

Chicago Heights Terminal Transfer 
Railroad Co. 

Chicago Junction Railway Co. 

Chicago River & Indiana Railroad Co. 

Columbia Union Station Co. 

Connecting Terminal Railroad Co. 

Dallas Terminal Railway & Union De- 
pot Co. 

Davenport, Rock Island & Northwest- 
ern Railway Co. 

Dayton Union Railway Co. 

Denver Union Terminal Railway Co. 

Des Moines Union Railway Co. 

Detroit Terminal Railroad Co. 

Duluth <fe Superior Bridge Co. 

Duluth Terminal Railway Co. 

Dunleigh & Dubuque Bridge Co. 

Durham Union Station Co. 

East St. Louis Connecting Railway Co. 

Eddystone & Delaware River Railroad 
Co. 

El Paso Union Passenger Depot Co. 

Fort Street Union Depot Co. 

Fort Worth Belt Railway Co. 

Galveston Wharf Co. 

Gulf Terminal Co. 

Hamilton Belt Railway Co. 

Hannibal Union Depot Co. 

Houston Belt & Terminal Railway Co. 

Illinois Terminal Railroad Co. 

Indiana Harlwr Belt Railroad Co. 

Indianapolis Union Railway Co. 

Iowa Transfer Railway Co. 

Jacksonville Terminal Co. 

Joliet Union Depot Co. 

Joplin Union Depot Co. 

Kansas City Connecting Railroad Co. 

Kansas City, Shreveport & Gulf Ter- 
minal Co. 

Kansas City Terminal Railway Co. 

Kentucky & Indiana Terminal Rail- 
road Co. 

Keokuk & Hamilton Bridge Co. 

Keokuk Union Depot Co. 

Lake Erie & Eastern Railroad Co. 

Lake Superior Terminal & Transfer 
Railway Co. of the State of Wiscon- 
sin. 



Leavenworth Depot & Railroad Co. 
Leavenworth Terminal Railway dc 

Bridge Co. 
Lexington Union Station Co. 
Macon Terminal Co. 
Memphis Union Station Co. 
Meridian Terminal Co. 
Milwaukee Terminal Railway Co. 
Minneapolis Eastern Railway Co. 
Minneapolis Western Railway Co. 
Minnesota Transfer Railway Co. 
Missouri & Illinois Bridge & Belt Itail- 

road Co. 
Missouri Valley & Blair Railway A 

Bridge Co. 
Muncie Belt Railway Co. 
Natchez & Southern Railway Co. 
New Orleans Terminal Co. 
Norfolk & Portsmouth Belt Line Rail- 
road Co. 
Norfolk Terminal Railway Co. 
Northern Pacific Terminal Co. of On>- 

gon. 
Northwestern Terminal Railway Co. 
Ogden Union Railway & Depot Co. 
Pennsylvania Terminal Railway Co. 
Peoria & Pekin Union Railway Co. 
Peoria Railway Terminal Co. 
Philadelphia Belt Line RaOroad Co. 
Port Huron Southern Railroad Co. 
Portland Terminal Co. 
Port St. Joe Dock & Terminal Co. 
Pueblo Union Depot & Railroad Co. 
Railway Transfer Co. of the City "t 

Minneapolis. 
Rock Island-Frisco Terminal Railway 

Co. 
St. Clair Tunnel Co. 
St. Johns River Terminal Co. 
St. Joseph Belt Railway Co. 
St. Joseph Terminal Railroad Co. 
St. Joseph Union Depot Co. 
St. Louis Merchant** Bridge Terminal 

Railway Co. '^ 

St. Louis National Stock Yards Trail - 

road department). 
St. Louis Transfer Railway Co. 
St. Paul Bridge & Terminal Co. • 
St. Paul Union Depot Co. 
Ste. Marie Union Depot Co. 
Salt Lake City Union Depot A Rail- 
road Co. 
Savannah Union Station Co. 
Sharps\dlle Railroad Co. 
Shreveport Bridge <fe Terminal Co. 
Sioux city Bridge Co. 
Sioux City Terminal Railway Co. 
Southern Illinois & Missouri Britipe 

Co. 
Tampa Union Station Co. 
Terminal Railroad Association of St 

Louis. 
Toledo Terminal Railroad Co. 
Trans-Mississippi Terminal Railn>a«l 

Co. 
Troy Union Railroad Co. 
Union Depot Co. (Columbus, Ohio). 
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Wheeling Terminal Railway Co. 
Wichita Union Terminal Railway Co. 
Wigitiiis Ferry I'o. 
Wiikes-Barrp Connectini; Railroad 
Winona Bridge Railwav Co. 
WoodsWck & Bloctnn Railway ('o. 



Union Stockyards ol Omalis 
XTnion Terminal Vn. (DallaB, 1 
Union Terminal Railway 

Joseph. Mo.). 
Van IJuren Bridge t'o. 
Washington Terminal To. 

The Chairman. As to those short lines that you did not reUn- 
quish, your statement of financial needs and operations include them 
as well as the class 1 roads ? 

Mr. HiNBB. That is true. 

Short-Line RArLRO.\ns. 

The Chairman. But you have asked nothing and apparently con- 
template doing nothing in connection with the short line roads that 
you arc not controlling. 

Mr. HiNES. With respect to the short-line railroa<ls which the 
President relinquished, and which therefore the Railroad Adminis- 
tration is not operating, we have not undertaken to control their 
conditions and Detterments, and therefore have made no plans for 
furnishing money on that account or furnishing any other money for 
improvement purposes on those short lines, or for any other purposes 
except to the extent that we make certain operating readjustments 
with them which are not necessary to be taken into consideration for 
presentpurposes. 

The Chairman. But perhaps for the record it may be well to un- 
derstand just what, if anything, has been done in the way of relation- 
ship with them in connection with operation to relieve the situation 
which they claimed would exist, and would be detrimental to them 
as a result of the Government taking control of the class 1 roads. 

Mr. HiNES. We have made an arrangement whereby we will make 
cooperative contracts with the short-line railroads which were re- 
linquished. Under those contracts we relieve them of tlie per diem 
on freight cars which but for this arrangement they would owe the 
Railroad Administration for the use of such cars, and this release 
is to go back to March 21, the date of the Federal control act. We 
have also arranged to protect them for the future in the amount of 
competitive traffic, where there was competitive traffic, equal to that 
which they enjoyed on an average durmg the test period; that is 
during the three years ending June '40, 1917, and we have also ar- 
ranged to make with them a readjustment thiough a cash payment 
for competitive traffic which they may claim to have lost and the 
loss of which they may establish to our satisfaction from March 21, 
1918, the date of the Federal control act, down to the date of the 
contract. These are what I spoke of as cash pajonents in connection 
with operating readjustments. I think the concessions thus made 
will reasonably protect these short lines against the difficulties which 
they have pointed out as being incident to their situation of not being 
included under Federal operation. 
The following ia a copy of the short-line contract. 
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[Short'line form.] 

ACUEEMENT BETWEEN THE DIRECTOR GENERAL OF RaILROADS AND THE < 'i > 

, 1919. 

AGREEMENT. 

This agreement made this day of , 1919, l^tween the Dir€Ct/>r Genend 

of Railroads (hereinafter called the* Director General), acting on behalf of th*' 
United States and the President, under the powers conferred on him by the pmi - 

lamation of the President, hereinafter referred to, and the Co., a corporal i».ii 

duly organized under the laws of the State(8> of (hereinafter called th*^ 

Company): 

Witnesseth that: (a) Whereas by a proclamation dated December 26, 1917, th* 
President, acting under the powers conferred on him by the Constitution and law? 
of the United States, by virtue of the joint resolutions of the Senate saxd House <>*' 
Representatives bearing date April 6 and December 7, 1917, respectively, and 
particularly by virtue of section 1 of the act of Congress approved August 29, 191t 
entitled **An act making appropriations for the support of the Army for the ^t-J 
year ending June 30, 1917, and for other purposes," took possession of and aflBiime«l 
control at 12 o'clock noon on December 28, 1917, for war purposes of certain rail- 
roads constituting a system or systems of transportation (not including the railrosij 
of the Company described herein) and appointed William G. McAdoo, IMrecKc 
General of Railroads; and 

(h) Whereas the act of Congress called herein the Federal control act. ApproM-d 
by the President March 21, 1918, brought under Federal control the railroaa hcrp 
inafter described under the following provision: ''That every railroad not owned 
controlled, or operated by another carrier company, and which has heretofore com- 
peted for traffic with a railroad or railroads of which the President has taken th« 
possession, used, and control, or which connects with such railroads and is engag»^i 
as a common carrier in general transportation, shall be held and considered as within 
'Federal control,' as herein defined, and necessary for the prosecution of the war 
and shall be entitled to the benefit of all the provisions of this act;" and 

(c) Whereas by proclamation, dated Marcn 29, 1918, the President, pursuant u> 
said Federal control act authorized the said William G. McAdoo, as Director General 
either personally or through such divisions, agencies, or persons as he may appoint 
and in his own name, or in the name of such divisions, agencies, or persons, or m tht 
name of the President, to make with the carriers, or any of them, such agTeement^ 
as may be necessary and expedient respecting any matter concerning which it may 
be necessary or expedient to deal and to make any and all contracts, agreement^, 
or obligations necessary or expedient in connection with the Federal control of sucb 
railroads as fully in all respects as the President might do; and 

{d) Whereas the said William G. McAdoo has resigned as Director (General <>' 
Railroads, and by a proclamation dated January 10, 1919, the President appointr«I 
Walker D. Hines Director General of Railroads and authorized him, eitner per- 
sonally or through such divisions, agencies, or persons as he ma^ appoint, in hi? 
own name or in uie name of such divisions, agencies, or persons, or in tne name of the 
President, to make with the carriers, or any of them, the agreements, contract**. "^ 
obligations aforesaid : 

Now, therefore, the ^rties hereto, each in consideration of the agreemeniF ol 
the other herein contained, do hereby covenant and agree to and with each othft 
as follows: 

Sec. 1. (a) This agreement shall be binding upon the United States, the Dirtn-tiT 
General, and his successors, and upon the Company, its successors, and aaRign?. 

This agreement shall not be construed as creating any right, claim, priWlcffe. 
or benefit against either party hereto in favor of any State or any subdi\'imon thorin.f. 
or of any individual or corporation other than the parties hereto. 

(b) Wherever in this agreement the words Director General are used, they shill 
be understood as designating the person who has been, or may from time to timn 
be, appointed by the President to exercise the powers conferred* on him by law with 
relation to Federal control. 

Sec. 2. The Company's said railroad affected by this agreement shall be con- 
sidered as including the following roads and properties: . 

Sec 3. (a) The Company accepts the terms and conditions of said PedeniJ 
control act and the terms of th» agreement, and expressly accepts the cove- 
nants and obligations of the Director General in this a^eement set out and the right' 
arising thereunder in full adjustment, settlement, satisfaction, and dischaige of any 
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311^1 all I'laimf an<1 nghte, at law or in equity, which it now has or hereaiter can have 
urjiiirt the United Statee. the President, the Director QenerKl, or any agent or agency 
th'-rrof by virtue of anything done or omitted, purmiant to the acts of CongTeaa herein 

Tliisie not intended to affect any claim aaid tympany may have ajninBt the l'iiit«d 
~^(jieK f'lr carrying the maile ar for other services rendered not pertainii^ to or baa«l 
ii-iin the Federal control act. 

■hi The Company, onitaown initiative iir upon therequest of the Uireetia'tieneral, 
-iu[l take all appmpriate and neceesary corporate action to carry out the obligatiune 
i-.-'umed by it m this agreement or lawfully imposed upon it by or purtuant to the 
I- 'ileral contni! act. 

Sec. i. It in exnresely agreed and understood that the pusBeHBion and use of the 
Milrirad [Hnperty Herein described, Hubjecl to the right ot the Director General to 
ikt- the said property into actual possession as hereinafter provided as a war emer- 
jiiicy shall remain in the Company, and the Company shall continue to operate the 
-.ime', and all revenues accruing from the operation thereof shall belong to the C«m- 
.■■■iny. and all expenses arising out of or incident thereto, and all taxes of whatsoever 
li.iracter im[N>eed thereon, or upon the ('ompany shall be paid and borne by the 
I ■ nipany, it being enpresaly agreed that unless and until the Direct/ir General shall 
1-- a war necessity take over the actual poeeeesion and operation of said railroad, he 
> ."Limes no obligation for the payment of any expenses or charges in connection there- 
»irli. nor of any risk or accident in connection with the operation or cinlrol of ftaid 

•^fc-. 5. All rates, fares, and charges for transportation services performed jointly 
'■■y ili<> Company and any transportation system in the posseesion of. and operated 
■>. the Director General shall be divided fairly between the Director General and 
■'I- Ciimpany. It is agreed that the arbitraries and percentages of joint rates, both 
ijweiiger and freight, received by the (.^mpany as of January 1. I9IK. shall not be 
riiUic*5. and whenever joint rates have been or shall be increased, the Company 
-Iiall receive as its proportion of such increased joint ra1«a amoutil^ in the same ratio 
i" its arbitibries or percentages bore Ui the joint rates before they were increased. 

Skc. e. The company shall receive an equitable allotment of the cars (and, where 
n-i-iible. motive power) in the poaseesiou or under the control of the Director General. 
\-:-T the equipment thus furnished it shall pay the per diem rentals now in effect or 
I- ilipy may be eslablished from time to time by the Director General, and like rentals 
-WM be paid by the Directi.r General to the company for any c)f the company's equip- 
(ni'nt used by him: I'roriikd, hoiverer. That there shall be a time or reclaim allowance 
I'l niads of 100 miles or less in length of two days, which will be assumed by the 
'l"liveringroad. 

Skc, 7. Such arrangement shall be made for tbe routing over the company's line 
■ iirnmpetitivetrafiicasshallinfiire to the company jn any m'mth the same proportiin 
i -uch ci)mpetitive IrafHc as it had of the total <if such trallic fcir the average of the 
:<,i>H> vcan. counting the calendar years <if 1915. 1B16, and 1917, taking into account 
rxlli claw and quantity of tonnage, it being underslo<d and agreed lliat if in any 
ijii.rith such proportion of competitive traffic delivered to the ci mpany shall be less 
'liiin that based on the average for the three-year peric d the Director General will, 
-Jiiliin lit) days after the clr«e of any such month, deliver auch additional amount of 
'-"nipetifive traffic as shall make up the required amount. 

Sti . 8, If differences arise as to any matter aritijig under this contract, either 
■ijriv mav refer the question to (he latcrslate Commerce Ci .mm issii n. and its decision 
•I, .ill he linal and binding. 

Sf:r. 9. The company, so far as practicable, shall have the right ti> use the purclias- 
■U.2. u^'cncies of the Director General in the purchase <;f materials and FLip|>li[-H at (he 
:iru-es which the Director General shall pay thcrefur, and lo lave its repairs done in 
'\<- xhops of its connecting lines to the same extent and ujxm the same terms as were 
■■ii,<iyed before Federal control; where roads have heretifore nut had the repairf di ne 
Ji th'c shops of the connecting line, hut at private shops which liavesince been closed. 
'h>>y may nave their repaira done at the shops of the connection line upon lair terms. 

Sec, 10. 'There sliall be no discriminati< n against tbe ct mpany in the mailer of 
■•iililishing tariffs and routing. In all publication of rales, tarifis, and routing, cover- 
iDir the territory in which the companv's niad is situated, the comj>any shall be 
trinted in the same manner as tbe trunli lines, except that nothing m this section 
Sliall be construed to require the establishment of joint rates where joint rates were 
uii in effect at the commencement of Federal control. 
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Sec. 11. It is expressly agreed that if in the opinion of the Director General i 
necessity shall arise making it necessary or desirable for any purpose connected 
with the war, for the Director General to take into his own hands the poesessicn. 
control, and operation of said railroad and the properties herein described, he shall 
have the right to do so. In such event this contract shall be terminated and a new 
contract made providing for the payinent of compensation as provided by the Fed* 
eral control act; and if in the meantime it becomes necessary in his opinion to issue 
any orders or directions to said company affecting the movement of troops or war 
supplies, said company shall obey such orders or directions. 

Sbc. 12. In view of the foregoing covenants and agreements, and subject thereto, 
the order of relinc^uishment issued on the day of June, 1918, is hereby res- 
cinded and set aside as of the date when the same was issued ; and the said railroad 
and the properties herein described are hereby brought fully within the terms and 
under the control of the said Federal control act, the same in all respects as if tht 
said order of relinquishment had not been issuea. 

Sec. 13. The Director General will formulate definite rules and regulations gov- 
erning exchange transportation, which rules and regulations shall be made applicable 
to the company without discrimination. 

EXECUTION. 

In witness whereof, these present have, on the day and year first above written, 
been duly signed, sealed, and delivered by the Director General of Railroads, and 

duly signed, sealed, and delivered by the , by its president, and its corporate 

seal affixed hereto, attested by its secretary, such execution and delivery on the 

Eart of said company having been duly authorized and directed by vote of iu* 
oard of directors at a meeting duly called and properly held on the day d 

, 191. ., which action of said board of directors was duly authorized by vote 

of the stockholders of the said company, at a meeting duly called and properly held 

at on , certificates of which meetings, duly attested by the secretary 

of said company, have been lodged with the Director General. 

Director General of Railroads 
Rail Co. 

D J ...... ....... 

Presiaent. 
Attest: 

, Secretary. 

The Chairman. When you took over the class 1 roads, you took 
with them, did you not, th'ek arrangements and obligations in con- 
nection with these short-line roads ? 

Mr. HiNES. There were practically no specific arrangements thai 
they had. There was a virtually universal plan by which each rail- 
road company paid any other railroad company a per diem on cars 
of the latter company used by the former. The arrangement about 
the traffic rested on competitive conditions. Under private manage- 
ment the class 1 railroads had given the short lines such traflSc as 
was to the interest of the class 1 railroads to give. This resulted, of 
course, in a particular class 1 railroad sharing certain competitive 
trafiic with a short line so as to avoid the traffic going entirely bv 
some other class 1 railroad. Of course, under Federal control no suet 
incentive existed, and it was naturally to the interest of the Govern- 
ment to haul the traffic exclusivelv on the railroads which it was 
operating, and thereby keep it off oi the short lines as far as possible. 
Tms condition, however, has been allowed for and compensated for 
by the arrangements which I have mentioned, which insure to the 
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■liort lines for the future the same amount of competitive traffic 
*hich they enjoyed during the test period, and which makes a money 
idjusfmerit to tliem for the past, back to March 21, with respect to 
iny competitive traffic they may establish they lost during that 
Ime as an incident of the Federal operation of the class 1 roads. 

The CttAiBMAN, Does the Federal-control act give you the right 
lud power to make such agreements ? 

Mr. HiNBS. Yes; that is the view of our division of law. The fact 
s, that under this cooperative contract we retain a technical control 
>\er the short lines, and the adjustment we make, we believe, is more 
n.ihe interest of the Government than to take over the actual opera- 
ioii of those lines and pay them a rental. 

The Chairman. Is it more to the interest of the Government, 
t'lLving aside the interest the Government may have in preserving 
he credit and standing of these railroads generally, to make this 
irrangement, than to do the economic thing which your statement a 
ew moments a^o implied, of carrying traffic without regard to the 
ortunes of particular roads that were considered only by the class 1 
oads, in order to prevent some other class 1 roads from getting 
fimpetitive business} 

Sir. HiNEs. If we had not interest in the matter beyond the mere 
ppcration of the railroads actually under Federal operation, the 
latural thing to do w.ould be not to make this allowance; but we are 
barged, as we look at it, with a measure of responsibility for the 
oncral situation, and we do not feel we could properly adopt e 
oursG which would result in so injuring these short-line railroads 
-■i to disable them to perform the public service for which local 
ommunities are dependent upon them. We feel, under the discre- 
ion vested in the President, that the roads could have been retained 
1 complete Federal operation, and thereby the Government, in 
rdor to keep them adequately serving the public, would have as- 
unicd a very heavy responsibility for rental. We feel the course 
e have adopted involves a mucn less burden on the Government 
nd accomplishes the same pubUc interest, and that therefore the 
liwer we have exercised is a lesser power included in the greater 
ower that the act conferred. 

The Chairman, How much in money value does this agreement 
ist the Railroad Administration over and beyond what it would 
i>t if it did not permit them to do business which, from the stand- 
Dint of pure economy of traffic, there was no justification for giving 
1 them? 

Mr. HiNES. I have not an exact Qgure about that, and I would 
ither make an inquiry. I have had some general figures given me, 
lit I would rather have them verified so as to give you a more 
■turate figure. 



iiiTE. — The director general subset) uontly filed a statement fthowing an e( 
aiootint of the probable obligation of tlic Kailroad Admiiu^tratiun in connccrion 
li the flhort-line railroad contract, as follows: 

inuUe o/a-noiiiU that icill be payable to short-li'if milroada iimli-r coopernlitt enntTncl. 
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It should be noted that the above figures are necessarily tentative, as the agreemeni 
with the short lines has only recently been reached. No complete statements hav*^ 
yet been compiled representative of the situation of all the rfiort lines involved. The 
above figures, it is believed, represent the outside estimate of the Railroad Adminu* 
tration's obligation in this matter. 

Mr. Eagan. Mr. Hines, what method did you pursue in establish- 
ing this loss on competitive traffic, which the short-line railroa<ls 
would have received under private ownership ? 

Mr. Hines. We have figures which show the traflSc which th(»^e 
companies got during the test period — the three years ending June 
80, 1917. As to each company it is relatively easy to ascertain, 
through the figures available at the junction points, what competitive 
traffic there was interchanged between the short line and the trunk 
line, and on that basis we can compute the amount of competitivr 
traffic they ought to receive per year during the period of Federal 
control, and the arrangement is that we see that they get substantially 
that amount of traffic per year during Federal control. Now. for 
the period that has elapsed we propose to pay them 66§ per cent of 
the gross revenue on competitive traffic, which they can establish thev 
lost bv reason of Federal control. In other words, the traffic wa> 
handled by the lines operated by the Government and those hj\e^ 
got tlie entire revenue, and it is estimated that the actual out-of- 
pocket cost in handling that traffic was 33 § per cent of the gross 
revenue, and the other 66§ per cent we pay them just as a reimburse- 
ment for the loss of that traffic. 

Allowance of Dividends. 

The Chairman. Mr. Hines, could you supply a table showing the 
amount of dividends which is recognized under the contract made 
with the railroads, together with the fixed charges, to be the ne<*essary 
amount of the rentals which must be paid and against which deduc- 
tions can not be made for capital advances ? 

Mr. Hines. Yes; I will supply that. I want to emphasize that 
under the contract we do not obligate ourselves absolutely not to 
deduct against dividends, but we declare it is our policy not to do i^ 
where other reasonable means for financing are aaopted. 

(The statement is as follows regarding what amount of dividend 
is recognized by the United States Railroad Administration:) 

Section 7, paragraph {h) of the standard form of contract, provides as follows: 

"The power provided in this paragraph to deduct the amount due by the com|>any 
for the cost of additions and betterments not justly chargeable to the United Stat*-* 
is further declared to be an emergency power, to be used by the Director General onl;. 
when he finds that no other reasonable means is provided by the company to rt*ini- 
burse the United States, and, as contemplated by the President's proclamation ai.i 
by the Federal control act, it will be the policy of the Director General to so use su^h 
power of deduction as not to interrupt unnecessarily the regular payment of divideini- 
as made by the company during the test period." 

The actual dividends paid by the railroad companies during 1918 have not In" 
reported to the Railroad Administration, as it was not necessary for the railr^*' 
companies to take the (juestion of dividends up with the administration when th- 
rate was the same as that of the test period or lower. Consequently, the only inf<': 
mation available at this time in regard to dividends is in connection with ratee thj* 
were higher than those of the test period. 

The dividends paid by the railroa<^l companies in 1918 will probably not exce^l 
the amounts paid in 1917. For Class I roads this amount is reported by the Intersnai • 
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Commerce Commiaeion, in Preliminary Abetrect of Statietics of Common Curient 
(or the year ended December 31, 1917, to be bh followe: 

I>ivi(iend appropriations of income 1221,482,375' 

l)ivideDd appropriations of eurptuB VV, 573,4(kS' 

Total 321, J5, 780' 

!,(?!« dividends of Claas I roads relinquished 2.448,900 

318, 60fi, 880 
In connection with these dividends payment, as recognised by the United Staiea 
Railroad Administration, it should be noted that the administration has taken the 
position that the contract provision quoted above, as protecting the re^lar dividend 
iif the test period, givea the Director General the right to apply the income of the 
railri)ad companies from other sources than the standard return to the payment of 
regular dividends in arriving at the amount of the standard return, which is applicable 
f'l dividend paymenlB. 

In 1917 this amounted to approximately $229,284,457, for Class I roads, so that 
after deducting this amount from the dividend figure given above, there remains a 
balance of J89, 322.433. which mav be said to_ prepr^ent the maximum amount o( the 
flandard return which the Railroad Administration recognizes may properly be 
applied to payment of dividends. 

Pai^ments Due or to Become Due and to be Settled by Goveen- 

MENT. 

The Chairman. It has appeared, inoidentallv to other matters, 
that most of the money wnitrh you calculate the Government will 
have to pay out will need to be paid very shortly^S381,000,000 of 
it. representing the lat^t calendar year's transactions, you need in 
urder to fully meet the present program in connection with the 
pavment of rentals ? 

Vir. HiNES. Yes: and the settlements generally with the corpora- 
lions for the calendar year 1918, 

The Chairman. How rapidly do you expect to make those settle- 
ments? 

Mr. HiNES. My judgment is that within the next 60 days we will 
be confronted with demands from a large number of companies for 
settlements for the calendar year 1918. Under existing conditions I 
anticipate that contracts with the rest of the companies will be signed 
very rapidly, as all the details have been pretty well thrashed out, 
and as rapidly as these contracts are signed the companies with which 
ihe contracts are made will be seeking the earliest practicable settle- 
ment: go that my judgment is that not only a large number of the 
companies will be seelSng settlements within the next 60 days, but 
that practically ail the companies will be pressing for settlement 
within 90 days. 

The Chaibman, How do you pay these rentals — in quarterly pay- 
ments? 

Mr, HiNES, The rentals are due quarterly according to the con- 
tract, but of course they do not become so due until the contract is 
signed: but under the contract they are due quarterly. 

The Chairman. In point of fact, you have been making advances 
on account of rentals from time to time ? 

Mr. HiNES. To a considerable extent; and that is alt reflected in 
the figures which go to make up this net amount of 1381,000,000 due 
for 1918, 

119534—19 11 
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The Chairman. Now, how rapidly will you have to meet payments 
for the betterments that you have imdertaken, and which involve ad- 
tional expenditures that you figure on making out of this appro- 
priation ? 

Mr. HiNES. As to the equipment, $286,000,000 for this year, that 
entire amoimt will probably oe due and payable by the end of Mav, 
and it ought to be paid at the rate of about $50,000,000 per month. 
On accoimt of the present shortage in our cash, we have been able 
to pay but about $25,000,000 in January, so that we are holding back 
bills that ought to be paid. The whole amount of $286,000,000 ought 
to be paid by the month of June. Aside from that, there is the 
Boston and Maine $20,000,000. I anticipate that that will be ex- 
pected in order to close that reorganization within 30 days, or cer- 
tainly within 60 days. The $12,000,000 for inland waterways, I believe, 
will all be due and payable by the 1st of May, as it is expected that 
all of those xmits of equipment are to be ready for use hj spring. 
In addition to that we have the current program for additions and 
betterment work that would run on the average throughout the year 
at the rate of about $50,000,000 per month, although in the winter 
months it would nrobably be less tnan the average and in the simamer 
months more. Of course, it is anticipated that to a considerable ex- 
tent these expenditures will be taken care of out of surplus income 
and out of wnat the corporations can finance. Leaving aside that 
matter, I estimate that $700,000,000 for the items I have mentioned 
for settlement of 1918, for the equipment which the Government has 
ordered, the Boston and Maine reorganization and the inland water- 
ways equipment will all have to be paid within the first six months 
of this calendar year, and a very large part of the total within the 
first four months of the calendar year. 

Laws Concerning Federal Control of Transportation Systems. 

Army Approprisetion Act, fiscal year 1917. 

The President, in time of war, is empowered, through the Secretary 
of War, to take possession and assume control of any system or sys- 
tiems of transportation, or any part thereof, and to utilize the same, 
to the exclusion as far as may be necessary of all other traffic thereon, 
for the transfer or transportation of troops, war material and equip- 
ment, or for such other purposes connected with the emergency as 
may be needful or desirable. 

Approved, August 29, 1916. 



[Public — ^No. 107 — 66th Congress.] 

[S. 3752.1 

An Act To provide for the operation of trannportation BystenM 
wiule under Federal control, for the just compensation of their owners, and for other 
purposes* 

Be it enacted hy the Senate and House of Representatives of the 
United States of America in Congress assembled, Tiiat the President, 
having in time of war taken over the possession, use, control, and 




APPEOPRIATION FOR CONTROL OF TRANSPORTATION SYSTEMS. 163 

operation (called herein Federal control) of certain railroads and 
B\-steras of transportation (called herein carriers), is hereby au- 
thorized to agree with and to guarantee to any such carrier making 
opprating returns to the Interstate Commerce Commission, that 
(luring ther period of such Federal control it shall receive as just 
compensation an annual sum, payable from time to time in renson- 
ahle installments, for each ye.Tr and pro rata for fny fractional 
vi-ar of such Federal control, not exceeding a sum equivalent as 
nearly as may be to its average annual railway operati'g income for 
tlie three years ended June thirtieth, nineteen hundred and soV- 
I'titecii. 

lliat any railway operating income accruing during the period of 
Federal control in excess of such just compensation shall remain the 
property of the United States. In the computation of such income, 
tli'luts and credits arising from the accounts called in the montlily 
reports to the Interstate Commerce Commission equipment rents and 
jiiint facility rents shall be included, hut debits and credits nrisirg 
fmm the operation of such street electric passenger railways, inclutP 
nii; railways commonly called interurhans, as are at the time of the 
;;v'reement not under federal control, shall be excluded. If any lines 
were acquired by, leased to, or consolidated with such railroad or 
-yslem between July first, nineteen hundred and fourteen, and Ue- 
Cfmher thirty-first, nineteen hundred and seventeen, both inclusive, 
and separate operating returns to the Interstate Commerce Oommis- 
sidii were not made for such lines after such acquisition, lease, or 
consolidation, there shall (before the average is computed) bo added 
to the total railway operating income of such railroad or system for 
the three years ended June thirtieth, nineteen hundred and sevcTiteen, 
the total railway operating income of the lines so acquired, leased, 
or consolidated, for the period beginning July first, nineteen hundred 
and fourteen, and ending on the date of such acquisition, lease, or 
consolidation, or on December thirty-first, nineteen hundred and 
seventeen, whichever is the earlier. The average annual railway 
operating income shall be ascertained by the Interstate Commerce 
Citmmission and certified by it to the President. Its certificate shall, 
for the purpose of such agreement, be taken as conclusive of the 
amount of such average annual railway operating income. 

Every such agreement shall provide that any Federal taxes under 
the Act of October third, nineteen hundred and seventeen, or Acts 
in addition thereto or in amendment thereof, commonly culled war 
taxes, assessed for the period of Federal control begi'in'irg Jnruarv 
first, nineteen hundred and eighteen, or any part of such perio<l, shall 
he paid by the carrier out of its own funds, or shall he cliarged against 
or deducted from the just compensation; that other tuxes assessed 
under Federal or any other governmental authority for the period 
of Federal cootrol or any part thereof, either on the property used 
under such Federal control or on the right to operate aa a carrier, or 
on the revenues or any part thereof derived from operation (not 
including, however, assessments for public improvements or taxes 
assessed on property under cotiatruetion, and chargeable under the 
classification of the Interstate Commerce Commission to investment 
in road and equipment), shall be paid out of revenues derived from 
railway operations while under Federal control; that all taxes as- 
sessed under Federal pr any other governmental authority for tlie 
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period prior to January first, nineteen hundred and eighteen, when- 
ever levied or payable, shall be paid by the carrier out of its own 
funds, or shall be charged against or deducted from the just com- 
pensation. 

Every such agreement shall also contain adequate and appropriate 
provisions for the maintenance, repair, renewals and depreciation 
of the property, for the creation of any reserves or reserve funds 
found necessary in connection therewith, and for such accounting 
and adjustments of charges and payments, both during and at the 
end of Federal control as may be requisite in order that the property 
of each carrier may be returned to it in substantially as good repair 
and in substantially as complete equipment as it was in at the begin- 
ning of Federal control, and also that the United States may, bv 
deductions from the just compensations or by other proper means 
and charges, be reimoursed for the cost of any additions, repairs, 
renewals, and betterments to such property not justly chargeable to 
the United States ; in making such accounting and adjustments, due 
consideration shall be given to the amounts expended or reserved bv 
each carrier for maintenance, repairs, renewals, and depreciation 
during the three years ended June thirthieth, nineteen hundred and 
seventeen, to the condition of the property at the beginning and at 
the end of Federal control and to any other pertinent facts and 
circumstances. 

The President is further authorized in such agreement to make all 
other reasonable provisions, not inconsistent with the provisions of 
this Act or of the Act entitled *'An Act making appropriations for 
the support of the Army for the fiscal year ending June thirtieth, 
nineteen hundred and seventeen, and for other purposes," approved 
August twenty-ninth, nineteen hundred and sixteen, that he may 
deem necessary or proper for such Federal control or for the deter- 
mination of the mutual rights and obligations of the parties to the 
agreement arising irom or out of such Federal control. 

If the President shall find that the condition of any carrier was 
during all or a substantial portion of the period of three years ended 
June thirtieth, nineteen hundred and seventeen, because of non- 
operation, receivership, or where recent expenditures for additions 
or improvements or equipment were not fully reflected in the oper- 
ating railway income of said three years or a substantial portion 
thereof, or because of any undeveloped or abnormal conditions, so 
exceptional as to make the basis of earning hereinabove provided for 

?lainlv inec^uitable as a fair measure of just compensation, then the 
resident may make with the carrier such agreement for such amount 
as just conpensation as under the circumstances of the particular 
case he shall find just. 

That every railroad not owned, controlled, or operated by another 
carrier company, and which has heretofore competed for traffic with 
a railroad or railroads of which the President has taken the posses- 
sion, use, and control, or which connects with such railroads and ij 
engaged a^. a common carrier in general transportation, shall be held 
and considered as within *' Federal control," as herein defined, and 
necessary for the prosecution of the war, and shall be entitled t<^ 
the bene fit of all the provisions of this Act: Proinded, however ^ That 
nothing in this paragraph shall be construed as including any street 
or interurban electric railway which has as its principal source oi 
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to be convenient and available for the making of such agreement as 
is authorized in section one. The President is authorized to enter 
into an agreement with such carrier for just compensation upon a 
basis not in excess of that reported by such board, and majr include 
therein provisions similar to those authorized under section one. 
Failing such a^eement, either the United States or such carrier may 
file a petition in the Court of Claims for the purpose of determining 
the amount of such just compensation, and in the proceedings in 
said court the report of said referees shall be prima facie evidence of 
the amount of lust compensation and of the facts therein stated. 
Proceedings in the Court of Claims under this section shall be given 
precedence and expedited in every practicable way. 

Sec. 4. That the just compensation that may be determined as 
hereinbefore provided by agreement or that may be adjudicated by 
the Court of Claims, shall be increased by an amount reckoned at a 
reasonable rate per centum to be fixed by the President upon the 
cost of anv additions and betterments, less retirements, and upon 
the cost of road extensions to the property of such carrier made by 
such carrier with the approval of or by order of the President while 
such property is under Federal control. 

Sec. 5. That no carrier while under Federal control shall, without 
the prior approval of the President, declare or pay any dividend in 
excess of its regular rate of dividends during the three years ended 
June thirtieth, nineteen hundred and seventeen: Provided j howeiur. 
That such carriers as have paid no regular dividends or no dividends 
during said period may, with the prior approval of the President. 
pay dividen(fs at such rate as the President may determine. 

Sec. 6. That the sum of $500,000,000 is hereby appropriated, out 
of any moneys in the Treasury not otherwise appropriated, which, 
togetner with any funds available from any operating income of 
said carriers, may be used by the President as a revolving fimd for 
the purpose of paving the expenses of the Federal control, and so 
far as necessary the amount of just compensation, and to provide 
terminals, motive power, cars, and other necessary equipment, such 
terminals, motive power, cars, and equipment to be used and ac- 
counted for as the President may direct and to be disposed of as 
Congress may hereafter by law provide. 

The President may also make or order any carrier to make any 
additions, betterments, or road extensions, and to provide terminals, 
motive power cars and other equipment necessary or desirable for 
war purposes or in the public interest on or in connection with the 
property of any carrier. He may from said revolving fund advance 
to such carrier all or any part of the expense of such additions, bet- 
terments, or road extensions, and to provide terminals, motive 
power, cars, and other necessary equipment so ordered and con- 
structed by such carrier or by the President, such advances to be 
charged against such carrier and to bear interest at such rate and be 
payable on such terms as may be determined by the President, to 
the end that the United States may be fully reimbursed for any 
sums so advanced. 

Any loss claimed by any carrier by reason of any such additions, 
betterments, or road extensions so ordered and constructed may be 
determined by agreement between the President and such carrier: 
failing such agreement the amount of such loss shall be ascertained 
as provided in section three hereof. 
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From said revolving fund the President may expend such an 
amount as he may deem necessary or desirable for the utilization 
and operation nf canals, or for the purchase, construction, or utiliza- 
tion and operation of boats, barges, tugs^ and other transportation 
facilities on the inland, canaJ, ana coastwise waterways, and may in 
the operation and use of such facilities create or employ such agen- 
cies and enter into such contracts and agreements as he shall deem 
in the public interest. 

Sec. 7. That for the purpose of providing funds requisite for 
maturing obligations or for other legal and proper expenditures, or 
for reorganizing railroads in receivership, carriers may, during the 
period of Federal control, issue such bonds, notes, equipment trust 
certificates, stock, and other forms of securities, secured or unse- 
cured by mortgage, as the President may first approve as consistent 
with the public mterest. The President may, out of the revolving 
fund created by this Act, purchase for the United States all or any 
part of such securities at prices not exceeding par, and may sell such 
securities whenever in his judgment it is desirable at prices not less 
than the cost thereof. Any securities so purchased shall be held 
by the Secretary of the Treasury, who shall, under the direction of 
the President, represent the United States in all matters in connBC- 
tion therewith in the same manner as a private holder thereof. The 
President shall each year as soon as practicable after January first, 
cause a detailed report to be submitted to the Congress of all receipts 
and expenditures made under this section and section six during 
the preceding calendar year. 

Sec. 8. That the President may execute any of the powers herein 
and heretofore granted him with relation to I'^ederal control through 
such agencies as he may determine, and may fix the reasonable 
compensation for the performance of services in connection there- 
with, and may avail himself of the advice, assistance, and coopera- 
tion of the Interstate Commerce Commission and of the members 
and employees thereof, and may also call upon any department, com- 
mission, or board of the Government for such services as he may 
deem expedient. But no such official or employee of the United 
States shall receive any additional compensation for such services 
except as now permitted bv law. 

Sec. 9. That the provisions of the Act entitled "An Act making 
appropriations for the support of the Army for the fiscal year ending 
June thirtieth, nineteen hundred and seventeen, and for other pur- 
poses," approved August twenty-ninth, nineteen hundred and six- 
teen, shall remain in force and effect except as expressly modified 
and restricted by this Act; and the President, in addition to the 
powers conferred by this Act, shall have and is herebj- given sucji 
other and further powers necessary or appropriate to give effect to 
the powers herein and heretofore conferred. The provisions of this 
Act shall also apply to any carriers to which Federal control may be 
hereafter extended. 

Sec, 10. That carriers while under Federal control shall be sub- 
ject to all laws and liabUities as common carriers, whether arising 
under State or Federal laws or at ommon law, except in so far as 
may be inconsistent with the provisions of this Act or any other 
Act applicable to such Federal control or with any order of the 
President. Actions at law or suits in equity may be brought by 
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and against such carriers and judgments rendered as now provided 
by law; and in any action at law or suit in equity against the carrier, 
no defense shall be made thereto upon the ground that the carrier 
is an instrumentality or agency of the Federal Government. Nor 
shall any such carrier be entitled to have transferred to a Federal 
coiirt any action heretofore or hereafter instituted bv or against it 
which action was not so transferable prior to the Fedferal control of 
such carrier; and any action which has heretofore been so transferred 
because of such Federal control or of any Act of Congress or official 
order or proclamation relating thereto shall upon motion of either 
party be retransferred to the court in which it was originally insti- 
tuted. But no process, mesne or final, shall be levied against any 
property under such Federal control. 

That during the period of Federal control, whenever in his opinion 
the public interest requires, the President may initiate rates, fares. 
charges, classifications, regulations, and practices by filing the san^e 
with the Interstate Commerce Commission, which said rates, fares, 
charges, classifications, regulations, and practices shall not be su>- 
perided by the commission pending final determination. 

Said rates, fares, charges, classifications, regulations, and prar- 
tices shall be reasonable and just and shall take effect at such time 
and upon such notice as he may direct, but the Interstate Commerce 
Commission shall, upon complaint, enter upon a hearing concerning 
the justness and reasonableness of so much of any order of the 
President as establishes or changes any rate, fare, charge, classifica- 
tion, regulation, or practice of any carrier under Federal control, 
and may consider all the facts and circumstances existing at the 
time of the making of the same. In determining any questions con- 
cerning any such rates, fares, charges, classifications, regulations, or 
practices or changes therein, the Interstate Commerce Commission 
shall give due consideration to the fact that the transportation syj^- 
tems are being operated under a unified and coordinated national 
control and not in competition. 

After full hearing the commission mav make such findings and 
orders as are authorized by the act to regulate commerce as amended, 
and said findings and orders shall be enforced as provided in said Act: 
Provided^ howevfr. That when the President shall find and certify 
to the Interstate Commerce Commission that in order to defray the 
expenses of Federal control and operation fairly chargeable to rail- 
way operating expenses, and also to pay railway tax accruals other 
than war taxes, net rents for joint facilities and equipment, and 
compensation to the carriers, Operating as a unit, it is necessary to 
increase the railway operating revenues, the Interstate Commerce 
Commission in determining the justness and reasonableness of any 
rate, fare, charge, classification, regulation or practice shall take into 
consideration said finding and certificate by the President, together 
with such recommendations as he may make. 

Sec. 11. That every person or corporation, whether carrier or 
shipper, or any receiver, trustee, lessee, agent, or person acting 
for or employed by a carrier or shipper, or other person, who shall 
knowinglv violate or fail to observe anjr of the provisions of this 
Act, or shall knowingly interfere with or impede the possession, use, 
operation, or control of any railroad property, railroad, or trans- 
portation system hitherto or hereafter taken over by the President, 
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Dr fhuM knowingly violate any of the provisions of any order or regu- 
lalion made in pursuance of this Act, shall be guilty of a misdemeanor, 
unrf shall, upon conviction, be punished by a fine of not more than 
?.5.000, or, if a person, by imprisonment for not more than two 
' wars, or both. Each independent transartion constituting a viola- 
I lion of, or a failure to observe, any of the provisions of this Act, 
I or any other entered in pursuance hereof, shall constitute a separate 
offense. For the taking or conversion to his own use or the embezzle- 
ment of money or property derived from or used in connection with 
llie possession, use, or operation of said railroads or transportation 
-systems, the criminal statutes of the United States, as well as the 
criminal statutes of the various States where applicable, shall apply 
to all officers, agentj!, and employees engaged in said railroad and 
transportation service, while the same is under Federal control, 
lo the same extent as to persons employed in the regular service of 
[he I'nited States. Prosecutions for violfttions of this Act or of 
any order entered hereunder shall be in the district courts of the 
United States, under the direction of the Attorney General, in 
accordance with the procedure for the collection and imposing of 
tines and penalties now existing in said courts. 

Sec. 1 2. That moneys and other property derived from the opera- 
tion of the carriers during Federal control are hereby declared to 
bo the property of the United States. Unless otherwise directed by 
(be President, such moneys shall not be covered into the Trea.aury, 
hut such moneys and property shall remain in the custody of the 
sume officers, and the accounting thereof shall he in the same manner 
and form as before Federal control. Disbursements therefrom 
>)iall. without further appropriation, be made in the same manner 
n-^ before Federal control and for such purposes as under the Inter- 
-tate Commerce Commission classification of accounts in force on 
nerember twenty-seven t|h, nineteen hundred and seventeen, are 
''hnrgoable to operating expenses or to railway tax accruals and for 
-iiih other purposes in connection with Federal control as the Presi- 
ilent may direct, except that taxes under Titles One and Two of the 
.\cf entitled "An Act to provide revenue to defray war expenses, 
and for other purposes," approved October third, nineteen hundred 
find seventeen, or any Act in addition thereto or in amendment 
thereof, shall be paid by the carrier out of its own funds. If Federal 
control begins or ends during the tax year for which any taxes so 
chargeable to railway tax accruals are assessed, the taxes for such 
year shall be apportioned to the date of the beginning or ending 
of such Federal control, and disbursements shall oe made only for 
that portion of such taxes as is due for the part of such tax year 
which falls within the period of Federal control. 

At such periods as the President may direct, the books shall be 
clo^ied and the balance of revenues over disbursements shall be 
covered into the Treasury of the United States to the credit of the 
revolving fund created by this Act. If such revenues are insulTicient 
to meet such disbursements, the deficit shall be paid out of such 
revolving fund in such manner as the President may direct. 

Sec. 13. That all pending cases in the courts of the United States 
affecting railroads or other transportation systems brought under 
the Act to regulate commerce, approved February fourth, eighteen 
hundred and eighty-seven, as amended and supplemented, including 
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the commodities clause, so called, or imder the Act to protect trade 
and commerce against unlawful restraints and monopohes, approved 
July second, eighteen hundred and ninety, and amendments thereto, 
shall proceed to j&nal determination as soon as may be, as if the 
United States had not assumed control of transportation systems; 
but in any such case the court having jurisdiction may^, upon the 
application^ of the United States, stay execution of final judgment or 
decree until such time as it shall deem proper. 

Sec. 14. That the Federal control of railroads and transportation 
systems Herein and heretofore provided for shall continue for and 
during the period of the war and for a reasonable time thereafter, 
which shall not exceed one year and nine months next following the 
date of the proclamation by the President of the exchange of ratifica- 
tions of the treaty of peace: Provided j however j That the President 
may, prior to July first, nineteen hundred and eighteen, relinquish 
control of all or any part of any railroad or system of transportation, 
further Federal control of which the President shall deem not needful 
or desirable; and the President may at any time during the period of 
Federal control agree with the owners thereof to relinquish all or any 
part of any railroad or system of transportation. The President may 
relinquish all railroads and systems of transportation under Federal 
control at any time he shall deem such action needful or desirable. 
No right to compensation shall accrue to such owners from and after 
the date of relinquishment for the property so relinquished. 

Sec. 15. That nothing in this Act shall be construed to amend, 
repeal, impair, or affect the existing laws or powers of the States in 
relation to taxation or the lawful police regulations of the several 
States, except wherein such laws, powers, or regulations may affect 
the transportation of troops, war materials. Government supphes, or 
the issue of stocks and bonds. 

Sec. 16. That this Act is expressly declared to be emergency 
legislation enacted to meet conditions growing out of war; and 
nothing herein is to be construed as expressing or prejudicing the 
future policy of the Federal Government concerning the ownership, 
control, or regulation of carriers or the method or basis of the 
capitalization thereof. 

Approved, March 21, 1918. 



Tuesday, February 11, 1919. 

GENERAL FINANCIAL SITUATION. 

STATEMENT OF HON. CAETEE GLASS, SECEETAEY OF THE 
TEEASXJET, ACCOKPAHIED BT ME. ETJGEKE METEE, JB.. 
OF THE WAE FIHANCE COEPOEATIOH. 

The Chairman. Mr. Secretary, there has been submitted to the 
Congress an estimate of $750,000,000 for the Railroad Administra- 
tion predicated upon the need of taking care of the situation that de- 
veloped in 1918 in regard to operation and betterments of some 
$381,000,000, and predicated upon an expenditure in this calendar 
year, which is the railroads^ fiscal year of 1919, of some three hun- 
dred and sixty-eight and odd million dollars more in the way of bet- 
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terments that it is felt bv the Kaikoad Administration will have to 
be financed by the Government, the theory of the estimate being, in 
some measure, that all that can be expected of the railroads to ex- 

Eend this year in the way of refunding of indebtednesses that will 
ecome due and of betterments that will need to be made is about 
$500,000,000; and that, in order to take care of the necessary situa- 
tion in regard to equipment abeady ordered and betterments that 
will have to be made in addition to that, the Grovemment would have 
to finance some three himdred and sixty-eight and odd million 
dollars in addition to having funds of $381,000,000 to take care of the 
situation of 1918. The statement was made that it was not believed 
the railroads could, under present money conditions and credits, go 
out into the market and do their own financing to a greater extent 
than I have indicated; and that, even if they could do it, it would be 
at the price of disturbance of the market, and the financing of loans 
to the Government, which from a governmental standpoint, would 
not now be permissible in view of the fact that the Government itself 
will be in the market very shortly in connection with an additional 
loan. The committee felt it would like very much to have your view 
touching these various phases of the situation as they have been 
presented in connection with this estimate. 

Secretary Glass. Well, Mr. Chairman, there are two points of 
view as to the desirability of permitting the railroads to ^o in the 
open market right at this time to finance their necessities. One point 
of view is that the sooner we get back to the normal processes of 
effecting loans the better it will be for everybody concerned and for 
the Government. Ordinarily, that would be the sound view; theo- 
retically, it is the sound view. But there are considerations which 
inimediately relate themselves to the necessities of the Government, 
aside from the requirements of the railroads. While the railroads 
are doing their financing in the accustomed way, the operations of 
the Government may be badly disturbed. To begin witn, there are 
a good many railroads that can not finance themselves under present 
conditions; those failing to finance themselves in the open market 
would go into the hands of receivers. That very fact would create a 
state o? demoralization and of alarm that would reflect itself in the 
general business activities and would very seriously interfere with 
Government financing. It would be somewhat akin to the situation 
we frequently have in periods of depression when the mere failure of 
one or two large banking institutions precipitate a distressing situa- 
tion throughout the country and affects communities and institutions 
that have no immediate connection with the business of the failed 
institutions. 

Therefore, I say the failure of any number of these railroads to 
finance themselves — and that would be inevitable — would have an 
appreciably bad effect upon Government finances. It is true that to 
the extent the railro^s are able to do their own financing through 
private sources, to that extent the Government would not be cona- 
pelled to raise funds to help finance the railroads; but as I have indi- 
cated, in the process of doing that, they may cripple the Government'^ 
financial activities. Then the question of the rate of interest at which 
the railroads may finance themselvtes enters into the question. If they 
have to pay a high rate of interest and commission, to that extent it 
demoralizes the market for the Government's financial activities and 
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aflfects the rate at which the Government may finance itself; and 
while I appreciate that it is very desirable to get back into the normal 
ways of hnancing railroads through private banking institutions, 
through private credits, it is not desirable to have the railroads at this 
particular time go into the open markets for a loan aggregating nearly 
$1,000,000,000. We are making a point to discountenance a great 
many enterprises seeking private bank credits. Just before I left ny 
office, I had an interview with a committee of churchmen who want to 

fo in the open market for what they call a centennial drive for several 
undred miUions of dollars, and the Treasury is very anxious to dis- 
suade efforts of that sort, because of the effect upon Treasury enter- 
prises. 

Subscriptions for Home and Foreign Missions. 

Mr. GiLLETT. Did you say churchmen, Mr. Secretary ? 

Secretary Glass. Yes. 

Mr. GiLLETT. What do the churches want with several hundred 
million dollars? I never knew they undertook that large a sub- 
scription. 

Secretary Glass. I said several hundred million dollars; perhaps 
the amount was not quite so large. The northern and southern Meth- 
odist Churches want to project a united drive or foreign and home 
mission work of quite large proportions. 

Mr. Vare. However, Mr. Secretary, that covers a period of five 
years, does it not, in connection with the drive of the Methodist 
Church ? 

Secretary Glass. Well, my understanding from my talk with two 
of the bishops and with this committee was that they want to go 
right into the field at once. The purpose of their visit to my office 
was to ascertain when the Liberty loan would be floated, in order, if 
possible, they might not conflict with it. You know that for the 
period of the war we interdicted so far as we could loans to foreign 
Governments, for the reason that they would interfere with the Lib- 
erty loan drives. These loans are now being made in a moderate 
degree. A loan of $50,000,000 to Belgium is in process of the making 
now. 

Appropriation to the Railroad Administration. 

As to this particular suggestion of an appropriation of $750,000,000 
to the Railroad Administration, the Treasury Department is very ear- 
nestlv in favor of that appropriation, because it thinks, as I have indi- 
cated, that if the railroads were compelled to go into the open market 
for that amount of money, nearly $1,000,000,000, it would have a 
disturbing effect on the next and, I hope, final Liberty loan; and we 
think that if the appropriation is not made it may have a very dis- 
tressing and demoraUzing effect upon business generally. I assume 
from my talks with Mr. Mines that it would cripple railroad activi- 
ties; it would interfere with the Railroad Administration in meeting 
maturities of 1918 to the extent, I think he told me, of about $200,- 
000,000; it would interfere with it in the matter of meeting its obli- 
gations for equipment to the extent, as I recall, of about $286,000,000; 
it would at once put upon them the necessity of curtailing purchases 
in the matter of equipment, and that alone, I think, would bring 
about a rather distressing situation. The Treasury, in conjunction 
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w^ith otlier departments, has been undertaking to devise some scheme 
to stimulate purchases by various Government departments, and, on 
the of.her hand, it has been doing all it can to curtail purchases by 
certain other departments. What I mean is, we have been trying to 
bring the men who are in chaise of the basic industries to oeheve 
that they should get on rock-bottom prices now in order that this 
practical suspension of business- — because we do practically have a 
suspension of business — may be brought to an end, and that the Rail- 
road Administration may buy the necessary equipment; that the 
telephone and tel^aph and cable companies may buy copper and 
other essential equipment required for the efficient conduct of those 
services; that the building trades may resume operations; and that 
essential business may be stimulated rather than kept in a state of 
uncertainty and suspension; and the Treasury thinks that unless this 
appropriation of $750,000,000 is made to the Railroad Administra- 
tion, that movement would be seriously interfered with. 

Taking aU the circumstances into consideration, I am very defi- 
nitely of the belief that it would be unfortunate if Congress should 
not make the appropriation. 

The Chairman, nTiat examination, Mr. Secretary, if any, has been 
made by the Treasury Department as such, or by any agency of the 
Government other than the Railroad Administration, to ascertain to 
what extent the raih'oads might be able to finance their needs in 
whole or in part through the normal and ordinaiy channels of pri- 
vate banking and financing? 

Secretary Glass. There has been no specific examination by the 
Treasury l!)epartiment as such. Incidentally, my observation has led 
me to beheve that the better and sounder railroads can finance their 
current activities without any great difRcultv and at a fairly reason- 
able rate of interest. The Pennsvlvania Railroad effected a loan not 
long ago at 5.20, was it not, Mr. Meyer! 

Mr. Meyer. Including all expenses, it was 5.20. 
Mr. GiLLETT. How large a loan was that t 

Secretary Gij^ss. 850,000,000, which is not very laree for the Penn- 
sylvania Raib-oad. The Soutliern Railroad recently effected a loan — 
have thi'y completed that loan of 825,000,000, Mr. Meyer ? 

Mr. MEYtR. 1 have not heard as to its completion. The road sold 
outright $12,500,000. 

Secretary Glass. Wlien I left Washington for Pittsburgh last Fri- 
day, I was told they had placed the entire loan except, perhaps, 
about $2,000,000, and that they felt confident of placing the re- 
mainder. 

Mr. GiLLETT. I thought that was exactly what you did not want 
them to do. 

Secretary Glass. Not to the extent, in one lump, of nearly SI ,000,- 
000,000. we want them to do it, Mr. Gillett. a^ far as it may judi- 
ciously be done without interfering with the Iiiberty-loan drive, 

Mr. GiLLETT. I supposed that every loan of, say, $20,000,000 would 
interfere somewhat. 

Secretary Glass. Yes: to some extent. We want them to do it 
when they can do it at a reasonable rate of interest that will not 
demoralize the securities market gonerallj', and we thought that fij 
per cent for the Southern Railroad loan was certainly within the 
definition of the law a reasonable rate for that railroft*^' 
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The Chairman. To what extent are you undertaking to advise 
with them and indicate a willingness or an unwillingness to have 
them go into the market ? 

Secretary Glass. Well, just to the extent that they are pleased to 
advise with me, and they do that pretty generally. For example, 
this Southern Railway loan was brought to my attention, and it 
being generally understood in railroad circles that their operations 
have an effect upon the Government's financial activities, they usu- 
ally advise with me as to whether or not to make a loan ana as to 
the rate of interest, and at times as to the commission charged for 
floating the loan, and so with foreign governments. 

In the matter of this Belgian loan, the committee having it in 
charge came to Washington and advised with me as to the rate of 
interest to be charged to the Belgian banks and as to the rate of 
the commission that the American bankers would exact for floatino; 
the loan, and the Treasury Department invariably admonishes these 
gentlemen to engage in tliese transactions on as reasonable an inter- 
est basis as they possibly can. 

The Chairman. Mr. liines testified that the Railroad Administra- 
tion would endeavor to require the railroads to do that financing that 
they might properly do, particularly in the fall and after the Liberty- 
loan drive, so as to lessen as much as possible the demand that would 
rest upon the Government for financing the railroad betterments 
themselves, and his scheme as outlined contemplates that they can 
properly be required to finance to the extent of some $6(iO,OdO,000 
during this calendar year, and that that would leave the Govern- 
ment's need to finance them to the extent indicated in connection with 
the estimate submitted. 

Secretarv Glass. The Railroad Administration has been reasonablr 
exactinff in its requirements as to railroad financing. Some people 
would think they have been unreasonably exacting. There has been a 
rather sharp difference of opinion as to that, the Railroad Adminis- 
tration contending hitherto that any rate over 6 per cent might be 
defined as an *' unreasonable" rate of interest; but I do not think that 
is exactly true. I think it depends upon the market, and it depends, 
in a measure, upon the credit of the railroad itselif. One railroad 
might be expected to make a loan under more favorable terms than 
another; but altogether the Railroad Administration has been de- 
cidedly cautious in matters of that sort. 

The CiiAiR^UN. I do not know that you care to enter the realm of 
prophecy, Mr. Secretary, but this, perhaps, has a direct bearing on 
the proposal that is before the committee and the Congress — as to 
the probabihtv of the railroads in the future, in the next year or 
two — being able to refinance their needs at a rate of interest less than 
6 per cent. 

The Railroad Administration is now lending to them at that rate— 
I say lending; they are making investments in the way of capital in- 
vestments, rolling stock, and betterments, and those advances to the 
railroads bear interest at 6 per cent. If we are to have easy monev 
in connection with long-time loans in the near future it would 
be the natural desire of the railroads to liquidate their indebted- 
ness to the Government by refunding that indebtedness to private 
agencies at a less rate of interest; if, on the other hand, money should 
remain dear and worth 6 per cent or better, it would mean, presura^ 
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ably, a longer time that the GoTernment would have to wait for the 
repayment of these advances that are being made, and if you care to 
I'xpress an opinion, the committee would be glad to have your views 
touching that matter. 

Secretary Glass. Mr. Chairman, as the committee very well knows, 
the administration of railroad matters was separated from the 
Treasury Department when my predecessor resigned, and I have not 
been giving a groat deal of attention to railroad activities. Mr. Mc- 
Adoo, as you know, was Director General of Railroads as well as 
Secretary of the Treasury, and he was compelled to look at the 
problem from both points of view. My own belief is that, if we can 
terminate this general doubt that pervades the commercial and in- 
dustrial communities of the country, there will be a resumption of 
business activity on a most gratifying scale and that there will come 
to the country itself such a resumption of business, domestic and 
foreign, as will very largely ease the money market and enable the 
railroads to resume their relations with private banking institutions 
on very much better terms than now exist. 

The Chairman. Would not a very pronounced activity, industrial 
and commercial, have the result of making such demands on private 
capital as to stiffen, rather than to lower, rates on a long-time loans ? 
Secretary Glass. Well, in a sense, that may be true ; but a resump- 
tion of business would produce a psychological effect that would be 
altogether wholesome; it would restore confidence, and in circum- 
stances of that sort the money market is more active and more readily 
responsive to credit requirements than in depressing circumstances. 
The Chairman. In other words, capital that might now be timid 
and in hiding would come out into active use, with the result of more 
than offsetting the demands for money and ease the market. 

Secretary Glass, It seems so to me. But prophecies are not alto- 
gether profitable, and I am not much of a propnet, especially with 
reference to the railroad problem. 

The Chairman. If I understand your position, broadly stated at 
this time, it is this : That with the inevitable reaction that flows from 
a change from war to peace and readjustment and the temporary 
letting down that follows when a nation gets out of a position where 
it has been keyed up, incident to the war, that if there was thrown 
upon the private market now the burden of taking care of capital 
investments that are necessary in order to enable the roads to go 
forward and perform the functions for which they were created, it 
would result in further unsettling that market and make more diffi- 
cult the Government's financing of its own needs and that that result 
is great enough to outweigh the very natural and proper reluctance 
that the Government might have of making further loans and ad- 
' vances to the railroads. 

Secretary Glass. It seems so to me. And, furthermore, as I have 
indicated, some of these railroads at this time can not finance them- 
selves at any rate of interest, and others would have to pay an 
abnormal rate of interest, and to the extent that they had to do that 
it would demoralize the securities markets of the country and this 
would reflect itself in an unwholesome way upon the Treasury's 
activities. 

The Chairman. If the railroads' inability to market their needs is 
due simply to a passing condition, which applies not only to them 
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but applies generally, it might indicate that the advances which we 
have made to them would have a doubtful value as to repayment to 
the Government. 

Secretary Glass. Yes; but their difficulties are largely due to exist- 
in^circumstances. 

The Chairman. And not fundamental. 

Secretary Glass. And not fundamental. 

Mr. Gillett. Of course everybody who can not raise money would 
like to have the Government loan it to them. How would you dis- 
tinguish between the railroads and the ordinary corporation that 
wants money? Why should the Government lend to one rather 
than to the other ? 

Secretary Glass. Because the Government has undertaken ad- 
ministration of the railroads, and I think the obligation upon the 
Government is to deal with this condition that confronts the rail- 
roads. It has not taken over private enterprises generally. 

Mr. GiLLETT. Are not the railroads really more important than 
anything else ? 

Secretary Glass. Very much more so, I think. 

Mr. Gillett. That is, more important to business prosperity. 

Secretary Glass. The raiboads are the biggest employers oi labor 
in the world. 

The Chairman. As I understand the position as presented by 
Mr. Hines in connection with the questions that have been asked, it 
resolved itself into this: The Government has taken over the rail- 
roads and has agreed to make certain payments in the way of 
rentals, and not to make those payments would result in the neces- 
sary default in interest charges and, in the case of those railroads 
that heretofore have been paying dividends during the period that 
was used as a basis for determining rentals, woiud result in their 
being unable to pay such dividends, with the corresponding further 
weakening of their credit in the market and, in many instances, the 
actual receivership of the roads; that in taking over the railroads 
the Government was obligated not simply to pay the rentals, but it 
was obligated to operate those railroads in the interest of the public; 
and in operating those railroads it is necessary that certain better- 
ments be made, and in default of the railroads^ ability to make them 
it is incumbent upon the Government to make then or have the de- 
moralization that would follow from having the railroads unable to 
carry on the functions for which they were created. 

Secretary Glass. That very clearlv states the case; in fact, as far 
as I have seen, Mr. Hines himself has well stated the case to the 
committee, and I very definitely concur with his view, that it would 
help the credit of the railroads infinitely to have this appropriation 
made, and I am perfectly weU satisfied that it would very materially 
interfere with Treasury arrangements not to have it made. It would 
certainly have a very bad effect on the next Liberty loan which, as 
you gentlemen must know, is going to be a very much more difficult 
enterprise than any Liberty loan we have ever had. We are no 
longer in the delirium of war and the enthusiasm and excitement of 
Qombat have abated, and people all over the country are in a leac- 
tionary state of mind. Ever3rwhere I am confronted with the ex- 
pressed judgment that the next loan will have to be put upon a cold- 
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blooded business basis: that you can no longer appeal to the patriot- 
ism of the Anjoricaii people. I am trying to combat that feeling as 
well as I can. 

I spoke on Saturday night before more than one thousand of tlie 
representative business men of Pittsburgh and was very much grati- 
fied bv the response of those men to the suggestion that we might 
appeal further to the patriotism of the jVmerican people, and es- 
pecially to the American husiness men and hanking circles. I found 
them very responsive to the suggestion. Nevertheless, the next Lib- 
erty loan is going to be very much more difficult than any we have 
had and everything possible should he done to accelerate and facili- 
tate it. 

The Chairman. Has the Treasurj' come to a determination as to 
the time in which the next loan will be undertaken and as to the con- 
ditions suiTOun(iing it ? 

Secretary GiAsa. No; it has not. We hope to reach some conchi- 
sion about that this week. It had been thought that the next drive 
would begin on the 6th of April, which is the second anniversary of 
the entrance of the United States mtn the war. That had a senti- 
mental significance: but we have bad so many protests from cliurch 
people of various denominations, particulariv from Catholics and 
also from Jewish churches, that it is very likelv we shad have to 
defer the loan until the latter part of April. The Jewish holidays 
come on and the Lenten season begins, and we think, perhaps, we 
shall have to defer the loan. 

The Chairman. You are not prepared, then, to advise the com- 
mittee as to the extent of the loan that will be requested or l>e 
sought or the time in .vhich it will be undertaken i 

Secretary Gi^ss. Not at this moment. 

Tbe Chairhlvn, Mr. Secretary, there was createil, in connection 
with the needs of the Government growing out of the war, a War 
Finance Corporation for the purpose of liaving some controlling in- 
fluence in connection with the financing of necessary enterprises dur- 
ing the war period. It is still functioning in connection with similar 
matters since the armistice. 

Secretary Gi^aa. Yes. 

The Chairman. Has it imdertaken to «ct in comieclion with mat- 
ters growing up in regard to railroad financing ? 

Secretary Glass. Ircquently. .\in\ supposmg that the committee, 
perhaps, might want to know something of its activities, I took the 
liberty of bringing Mr. Mayer up with me. He is the managing 
director of the War Finance ('orporation and will be glad to give 
the committee any information it may desire. 

The Chairman. We shall be glad to hear from him in a few mo- 
ments. 

Mr. Canno.v. There are so many agencies that might give relief, 
HO many people who have it, and so niHny who do not have it, that 
I do not Know but what I may ask foolish questions. I want to be 
educated a little bit. I suppose I am hardly the average Member 
of Congress: I think I have the minimum capacity, but there are 
two or three things that will show my ignorance. Could you pre- 
vent the railroads from entering the market if you tried to? 

Secretary Glass, T cuuld not; no. 
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Mr. Cannon. Take the whole machinery. Of course, the stronger 
roads could put a loan on the market at some price, but that would 
be demoralizing, so far as the Liberty loan is concerned: but is tliore 
any power anywhere that could keep them from doing it ? 

Secretary Glass. I think if the Treasury Department should make 
it known tnat it discountenanced the proposed loan, and if the Rail- 
road Administration, in conjunction with the Treasury Department, 
were to do the same thing, it would make it very difficult for the 
railroads to effect such a loan. 

Mr. Cannon. Without regard to whether you have the legal 
power to prevent them from putting on a loan, is there anywhere 
in the Government legal power to prevent these roads from doing it, 
under the existing conditions of the Government having taken them 
over? 

Secretary Glass. Well, I can not say, Mr. Cannon, whether the 
text of the Railroad Administration Act confers arbitrary and con- 
clusive powers in matters of that sort; but I do know that both the 
railroads and the banking institutions have shown a disposition to 
cooperate with the Treasury, and that in the little while I have been 
there all of their financial activities have been brought to the atten- 
tion of the Treasury, and they have advised me as to these things. 

Mr. Cannon. That is speaking from a practical standpoint? 

Secretary Glass. Yes, sh\ 

Mr. Cannon. Surveying the whole field and without regard to any 
legal power in the premises? 

mr, GrLASS. Yes. 

Mr. Cannon. Something has been said as to guaranteeing the pay- 
ment of dividends, going oack to the three-year period before they 
were taken over. I do not know whether it is legal or not for the 
roads to pay those dividends, but, having been taken over 

Secretary Glass (interposing). There is a moral obligation. 

Mr. Cannon. Well, there is a moral obligation: yes: but I suppose 
there is no legal authority to enforce the legal obligation, and it 
would, perhaps, be destructive to the railroads on the one hand and 
to business on the other all along the line to refuse, if we have this 
moral obligation, to shoidder the load. Now, I would like to know 
from someDody — I simply do not know and never have been much 
of a lawyer — whether , if these railroads fail to meet their fixed 
charges, a receivership can be enforced while the Government has 
possession of the railroads ? 

Secretary Glass. Well, Mr. Cannon, I am not a lawyer either: I 
am a newspaper publisher, and I must confess to a lack of familiarity 
with the details of the statute under which the Railroad Administra- 
tion is operating. 

Activities of War Finance Corporation — Capital Issues 

Committee. 

The Chairman. Mr. Meyer, you are one of the directors of the 
War Finance Corporation ? 

Mr. Meyer. Yes, sir. 

The Chairman. That was a corporation which was created under 
the act of Congress which, as I recall, gave it $500,000,000 as its cap- 
ital stock, to be subscribed by the United States, and authorized it to 
issue bonds not exceeding six times the amount of its capital stock ? 
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IVfr. Meteb. Yes. 

The Chairman. And in a broad way, it was the function of that 
corrjoration to make loans to and finance such firms or corporations 
an<J associations as in its judgment, subject to certain prescnbed Umi- 
t^tions, it might be desirable to help finance in connection with the 
carrying on of the necessary activities incident to the war? 
jAr. Meter. Yes. 

IThe Chairman. There was also created at the same time what is 
kno'wn as the Capital Issues Committee, which was a committee with 
tbe duty, as found in section 203 of the act, to investigate, pass upon, 
and determine whether it is compatible with the national interest that 
there should be sold or offered for sale or for subscription any issue 
or :uiy part of any issue of securities hereafter issued oy any person, 
fimi, corporation, or association, the total or aggregate par value or 
face value of which issue and any other securities issued by the same 
person, firm, corporation, or association since the passage of this act 
\a in excess of $100,000. Presumably, those two governmental agen- 
cies have acted together, or in cooperation, performing their respec- 
tive duties? 

Mr. Meyer. The Capital Issues Committee, Mr, Chairman, since 
January 1 has been practically suspended. During the period of 
their operation wo both worked under the Treasury m carrying out, 
broadly speaking, the Treasury policy. I think everything was done 
m cooperation, in the sense that it was not in conflict and that it was 
all in harmony, with the Treasury's policies; but there was not a 
close-working association, because the functions arc obviously entirely 
different. 

The Chairman. But, manifestly, the War Finance Corporation 
would not undertake to aid financially any firm or association that 
the Capital Issues Committee might not approve. 
"Mr. \Ieykk. That is correct, Mr. Cliairman. 

The Cn.\iRMAN. Now, can you toll us briefly just what the War 
Finance Corporation has done in a general way, and then we will 
later come to the relationship it has borne to railroad financing as 
such ? 

Mr. Meyer. With the organization of the corporation a number 
of industries applied to us for financial assistance. Predominant, 
however, were public-utility corporations, by which I mean not the 
railroads, but the street railways and pubhc-sorvice corporatioiis in 
the local service. We also had a number of industrial applications. 
We had very few applications, tm the whole, through banks, bankers, 
or trust companies which, in accordance with the terms of the act 
as passed, obviously wore expected to be the large borrowers. Under 
the act only one-eighth of tne total amount available for lending is 
available for lending directly to industries. Seven-eightha was in- 
tended by the terms of the act to be lent to banks, bankers, and 
trust companies that had financed enterprises "necessary of con- 
tributory to the war." The banks objected to coming in and doing 
the borrowing for the enterprises on the ground that they were 
obliged to become the indorscrs of the loan, and that it was contrary 
to good banking practice to do that. 

Mr, GiLLETT. Do you mean that you required them or the law 
required them ? 
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Mr. Meter. The law required them. The loan is made to the hank 
in case it has made an advance to an industry necessary or con- 
tributory to the war. 

The Chairman. In other words, they insisted that where it was 
necessary for a private corporation to get financial aid throufijh 
goyernmental agencies, it should come direct instead of coming first 
to them, tying up their funds and then forcing them to come to thL*? 
War Finance Corporation with the rasult of the banks being prac- 
tically indorsers of the loan. 

Mr. Meyer. Yes; and not only indorsers, according to the terms 
of the act, but in addition to whatever security the borrower might 
give the bank, the bank in accordance with the terms of the act has 
to put up 33J per cent margin of its own resources or resources to 
be found somewhere, in addition to the margin put up or the security 
put up by the borrower. The result was that the banks came to us 
very, very little. The total amount of loans to banks or bankers 
did not exceed $3,000,000 to $5,000,000, and it never became operative 
in the large way that was contemplated, apparently, when the act 
was passed. It nevertheless had an emergency value. 

The fact it did not become operative does not alter the fact, gentle- 
men, that it was a very valuable thing to have as an emergency 
measure because under certain conditions and with the continuance 
of the war, difficult and complex though the operation of that 
section 7 of the act may have been, it might have been very neces- 
sary. Under secti3n 8 we were allowed to lend to savings banks and 
building and loan associations. We receive hardly any applications 
at all from these institutions. None at all from building and loan 
associations, and very little from savings banks. Under section 8 we 
would be allowed to lend '4n the public interest": not only '^neces- 
sary and contributory to the war," but merely in the public interest, 
and the board had a meeting only a few days ago with certain repre- 
sentatives of the building and loan associations and of the Depart- 
ment of Labor to see whether or not in the public interest we could 
do any financing at this time that would restore the building in- 
dustry. They have not come to a decision as to whether it is prac- 
ticabfe. I think the rate of interest, which is the minimum that we 
must charge under the law, precludes the possibility of our extend- 
ing any aid to the building and loan associations on terms that 
would make it helpful in a practical way. 

The Chairman. That rate of interest is 

Mr. Meter (interposing). Five and three-quarters per cent mini- 
mum under the present discount rates of the Federal reserve banks. 

The Chairman. By the terms of the law it is made 1 per cent in 
excess of the rate of discount under the Federal reserve act. 

Mr. Meyer. That is correct, Mr. Chairman, lender section we 
received a considerable volume of applications. 

Mr. GiLLETT. Wliat does that section provide? 

Mr. Meyer. That is the section for direct loans to industries, the 
public utilities being by far the largest in number and in total 
amount of the applicants. We made a number of loans to help <>ut 
what seemed to be important situations, where the conditions in- 
volved might be considered properly '^necessary and contributory 
to the war" in order to keep them going in a proper way, and some 
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of these have been repaid, some have been repaid in part, some have 
not been repaid yet. some are not due yet. 

I think that the War Finance Corporation's aid was valuable not 
only for the money we furnished but for the money, the furnishing 
of which we facilftated. In fact, a good many of our loans were 
made on the condition that bankers would help to a certain extent 
i>r that the company shoiUd secure a certain amount of additional 
financing elsewhere. In certain cases where we helped the public 
utiUties m connection with an important maturing obligation, which 
tliey were unable to handle without our aid, we gave it on condition 
that the holders of maturing obligations should extend to a certain 
extent or in a certain proportion. I think we were able to aid the 
whole situation far beyond the figures of the actual money which 
we lent. The mere fact that there was a place where some money 
might be had was helpful in easing many a difficult situation. 

The Chairman. Did you state the extent of those loans? 

Mr. Meyer. I havi^ not the figures with me, but I think the loans 
made <»utside of railroad loans may have reached in the neighbor- 
hood of $100,000,000: that is, loans or agreements to lend which in 
certain cases were immediately liquidated. For instance, at the re- 
quest of the War Department and the War Industries Board, we 
undertook and contracted to make an a<lvance to the Bethlehem 
Steel Corporation for a plant in Maryland that had to be built for 
Government purposes. Bankers were (inaneing part of the opera- 
tion which had to a lai^e operation in order to pay off certain 
advances which restricted their ability to issue bonds. They had to 
raise at that time $50,000,000, and trust companies or bankers agreed 
to furnish $30,000,000, and we agreed under certain conditions to 
funiish $20,000,000 and contracted t<)doit. Subsequently the hanker 
sold the notes of the company for the entire $50,000,000 and we were 
not called upon to p?iy the money. In that way I think that, in addi- 
to the amount which we lent or contracted to lend, there was 



well over $100,000,000 which was furnished by our making it a 
liindition that when we lent, say, .30 per cent of the amount required 
tliey should obtain through existing bondholders or note holders 
or bankers 70 per cent. 

So in addition to the amount we lent we caused to be lent a great 
(leal of money. As a matter of fact, certain industries were helped 
without our lending any money, merely by our moral influence. The 
beet-sugar industry in Utah, Colorado, and California needed several 
million dollars, ana Governor Harding, who was then managing direc- 
tor at the time, happened to be in the West. We telegraphed him to 
sec the Federal reserve banks and the local bankers, and as managing 
director of the War Finance Corporation he procured all the neces- 
sary funds for the beet-sugar industry without making any advance — 
simply by our lending our good offices to the obtaimng of the funds 
in a helpful way. We lent the Grain Corporation at one time 
$25,000,000 temporarily, which was repaid. We lent a number of 
smaller loans to agricultural movements, cotton and other farm 
products, as authorized. We lent quite a little money under the spe- 
cial emergency conditions caused by the drought in Texas to the 
cattle industry, some of which has oeen repaid^ but most of which 
contemplates repayment about the fall of next year. 




1 
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That was really to preserve the breeding herds which were endan- 
gered and where the financial strain was considerable. That amounts 
to about $10,000,000 as a total, I think. It was lent under agencies 
created for the purpose in Dallas and in Kansas City. Dallas lent 
the most, and the agency is under the supervision of the Federal 
reserve bank in the district. We lent $17,000,000 out of a total re- 
cjuirement of $58,000,000, I think, to the Brooklyn Rapid Transit Co. 
in New York, which was fdr a maturity which came due on July 1, 
1918, and which was the fh-st big and difficult situktion that we were 
confronted with. We subsequently lent, just before the last liberty 
loan, $12,500,000 to the Interborough Railroad there. The railroads 
did not aj)ply to us for any help 

Mr. GiLLETT (interposing) . Before you take up the railroads, may 
I ask how much of this amount of $100,000,000 which you say h*u< 
been loaned has been repaid ? Can you give us that roughly ? 

Mr. Meyer. Out of those loans amounting to $100,000,000, exclud- 
ing the railroad lines, I should think perhaps in the neighborhood of 
a fittle more or less than half; rather more, I think, has been repaid. 

The Chairman. These loans, of course, were all made bearing in- 
terest and were all presumably secured so as to bring their repay- 
ment at maturity ? 

Mr. Meyer. According to our best judgment at the time. 

The Chairman. Assuming that the principal of your loans is paid, 
will there result a financial profit to the Government as a result of 
this financing ? 

Mr. Meyer. If aU our loans are paid we will have a profit, because 
the capital stock does not compel us to pay any interest or dividends, 
and everything we receive over and above our operating expenses 
you may either consider an interest return on the capital investment 
of the Government or you may^ consider it a profit. Of course, the 
Government pays 4} per cent for the money which it subscribes to 
our capital stock. I would like to say^ that w^e have taken a total 
capital stock of $350,000,000 and the balance of our money has been 
used to buy liberty bonds in the bond market, keeping a constant 
current of purchases, a little every day, and then part of our pur- 
chases go to the Treasury for their bond purchase fund. 

Mr. GiLLETT. Do vou both buv and sell bonds, or onlv buy 
them ? 

Mr. Meyer. We do sell some bonds. Our principal sales arc to the 
Secretary of the Treasury for the bond purchase fund. 

Mr. GiLLETT. You do not sell on the market at all ? 

Mr. Meyer. Very little. We have sold some bonds to the postal 
savings account. We have sold perhaps about $25,000,000 for that, 
but I am not quite sure of the figures. We have sold some bonds to 
the Alien Property Custodian to use funds which he happened to 
have; but not a very largo total. 

Mr. GiLLETT. Do you sell them at the same price you pay for them ? 

Mr. Meyer. We do not sell them for the purpose of making a 
profit. We sold them to the post-office at the price of the dav that 
the transaction was arranged. We sell to the Secretary of the ^Treas- 
ury for the bond purchase fund practically at the average that the 
bonds cost us. 

The Chairman. I take it that your dealings in bonds of the Gov- 
ernment are simply an idea of stabilizing. 
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Mr. Meyee. That ia all. 

The Chairman. And where therp hiippens to be put on the market 
bonds in such quantity as, in tlie absence of some sustaining influence, 
■would tend to break the market value, you go into the market and buy 
enough bonds to steady the situation ? 

Mr. Meyer. That is correct. 

Mr. Gn,LETT. How much have you ever had to buy in one day?' 

Mr. Mbyer. 1 bought one day in December when, as you may re- 
member, there was a great liquidation of Government bonds on ac- 
count of the end of the year, not quite S9, 000,000. That was when 
the sales were unusually heavy. 

There is now a considerable pressure of lionds coming from holders 
ipliich, I think, is due to the fact that with the ending of the war 
many companies need more working capital than they did during 
the war, because there was an imnieaiate sale for many materials for 
war purposes which have to be carried under present conditions for 
a longer period by the companies or industries. Then in addition 
to that, as you know, a very large amount of bonds in the aggregate 
■were solri to tlio lal>or employed in war industries and factories. 
There is a movement of labor and, as it moves from on© place to an- 
other and as there is some unemployment, men are very apt to sell 
their $50 or 3*100 Liberty bonds, and that produces a considerable 
liquidation in the aggregate. 



In September tlie matter of the railroad loans was called to our 
attention and we passed a general resolution undertaking to help 
the railroads. Subsequently a number of the roads applied to us for 
assistance, and T thiuK we have lent about $70,000,000 to the rail- 
roads. 

Some of that money was used to repay advunces which they had 
obtained from the Raihoad Administration; some of it was used to 
meet the current corporate needs; in some cases it was to meet matur- 
ing obligations. In some cases we agreed to lend, but suggested that 
the roads secure extensions and get their bankers' help to secure 
those extensions. The Baltimore & Ohio, I think, last week asked 
for $14,750,000; we agreed to take the loan, but we suggested tnat 
they ask the holders of those obligations to extend to the extent of 
514,000,000, which was maturing, and, if they could, sell the notes to 
the extent of $750,000, which they needed for new money. We told 
them we would be well pleased if they could do it elsewhere at 6 per 
cent, and they succeeded in getting all of the money. 

The Chaieman. You are limited by law to loans of what length ? 

Mr. Meyer. Not over five years. But almost all of our railroad 
loans are in the shape of demand loans. Before wc make a loan to a 
railroad wo ask that they secure the approval of the Director Gen- 
eral of Railroads. You were askuig whether a railroad could borrow 
if it felt like it, without any regard to Government control. The 
War Finance Corporation would not lend to a railroad without 
securing the specific and e.xpressed approval of the Director General 
of Railroads; aud I do net think any hanker would lend to them or 
buy securities from them withoul that approval. 
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The Chairman. So, for practical purposes, you are able to control 
the action of the raikoads in seeking loans ? 

Mr. Meyer. We are not, but th^ director general is able to control 
action in that regard. 

The Chairman. I mean, the Government is practically able to 
prevent the floating of a loan on terms which, in the judgment of the 
director general, would be disadvantageous and which he might not 
approve. 

Mr. Meyer. Yes, sir. 

The Chairman. To what extent do you gentlemen contemplate 
helping the roads in their financing? Has there been any general 
survey of the needs of the railroads m connection with the view that 
the Director General of Railroads has indicated as to the extent 
they will need to finance and the extent to which the Government 
will need to aid directly throilgh advances ? 

Mr. Meyer. I think that if this appropriation is passed the rail- 
roads will be in a better position to do without the money than 
they will if it is not passed. This appropriation will restore cedit 
to the railroads. It is well known among investors and bankers 
who represent investors that the Railroad Administration faces a 
difficulty in carrying out its contracts with the railroads, owing to 
the lack of an appropriation of this character. The credit of the 
securities of the railroads is impaired by knowledge of that condi- 
tion. As soon as you put the railroads in better credit investors 
will be more willing to buy the securities. In other words, the 
ability to get the money from the Government will make it easier 
to get the money from the investors, and that is a very important 
factor, not only as to the quantity of money that the railroads may 
call for from the Government, but also the rate of interest which the 
money will cost the railroads. 

The Chairman. I quite appreciate that, but the point I was get- 
ting at is this: That a financial program has been presented to the 
committee in connection with this estimate, and on the assumption 
that the appropriation is made it is estimated that the railroads will 
be able to finance independently about $500,000,000 worth of their 
needs, and that, with what the Government will do in the way of 
direct advances for betterments, would take care of the probable 
needs of the railroads in refunding existing liabilities and in making 
those improvements, in the way of capital investments, which are 
essential to the maintenance of the roads as going and efficient 
concerns. Now, my inquiry was directed to how far you gentlemen 
had canvassed the situation so as to either approve or disapprove, in 
whole or in part, the position taken by the Director General of Rail- 
roads as to what was necessary and what could be done by the 
railroads, and to what extent financing on their part to the extent of 
$500,000,000 involved aid from the War Finance Corporation ? 

Mr. Meyer. We of the War Finance Corporaticn have not made a 
survey of that character, and it would be a very difficult survey to 
make, because it contemplates a consideration of financial conditions 
lasting over an entire year, for which it would be impossible to make 
any exact calculation m advance. 

The Chairman. We appreciate that, but it is a survey that we 
either have to assume, on the basis on which it is presented, or our- 
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selves come to some judgment in connection with the proposal that 
is presented to the Congress. 

\fr. Mryer. I think mat Mr. Hines is best qualiiieci to pass on the 
point as to whether or not it will be possible to finance $500,000,000 
worth of railroad securities in the open market. T would say that it 
would depend a great deal on the passing of this appropriation, 
which ■will give confidence to the open market to take $600,000,000 
worth of railroad investments. 

Mr. SissoN. You do not imagine that if this bill passes there will 
bo any specipl effort on the part of the railroads to finance them- 
selves, as long as they can get money here at this rate, 6 per cent? 

Mi\ Meyer. I do. I think the railroads, in many cases, prefer to 
finance themselves when they can. 

The Chairman. There is another proposition that comes in there. 
Even if this $750,000,000 is voted, it is not going to be enough to 
take care of the necessary financing that must be aone. 

Mr, Meyer. \or does it give any railroad any right to any par- 
ticular advances. 

The Chairman. The point I wanted to develop is this: Your judg- 
ment as to whether, assuming the appropriation was made, the rail- 
roads could finance to the extent of $500,000,000, or even if any less 
sum were appropriated, they could finance to that extent, or to a 
greater extent, so as to deal with the situation. 

Mr. Meter. It is a very difficult situation to judge in advance. 
The operation of the railroads is being carried on under a temporary 
arrangement. The credit of the railroads is dependent on not only 
getting an appropriation which will permit the Railroad Adminis- 
tration to carrv out its contracts but also a final determination of 
the status of the railroads. The outcome of the railroad situation 
as a ivhole, entirely apart from money to lend, is going to be a factor 
in the credit and what you might expect on one oasis to-day, while 
the thing ls indeterminate, might be very much improved or very 
much damage<l by the developments of the future relations of the 
railroads ana of the Government and of the people and of the local 
powers that control railroads when the United States Government 
does not control. Everything is in the future. 

However, I think that under present conditions, a fair amount of 
money can be had from the market hy the better railroads, provided 
the Railroad Administration is put m a position to live up to its 
contracts. You must bear in mind also that the traffic conditions of 
the railroads have been very considerably changed through Govern- 
ment operation, and that some roads are handlmg more traffic than 
they used to handle and other railroads are handling less. The Gov- 
ernment is making a profit under its contract with some railroads 
and making a loss in others. Returned to their former methods of 
management, under certain conditions, some railroads would make 
greater earnings than they make now (apart from the fact that the 
Government guar an tees a certain contract) and other roads would 
make less. The whole situation, from every point of view, is in such 
a changing stage that it is very difficult to predict for any great 
period in advance, because a c:hange in any one of these items would 
be an important factor in the outcome. But I think Mr. Hines 
roughly estimates that a very consideiable part of the total reqxiire- 
ments may be had, other things being equal, in the investment matV-^^* 
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The Chairman. I think we appreciate somewhat the factors— 
which are variable — that enter into the equation and which make 
absolutely impossible any demonstrable conclusion. 

Mr. Meyer. I would like to make clear that the War Finance Cor- 
poration enters into these situati6ns only when it receives an appli- 
.cation from a railroad; it has no general control over a railroad's 
finances and it has no special function except to lend money ^rhen an 
application is made, if it is in accordance with the terms of the act. 
We confer informally with the Railroad Administration over the 
general situation, however. 

The Chairman. What I was trying to get at was how far the War 
Finance Corporation had undertaken to consider the matter, even 
with all these varying factoj-s, and had come to a judgment as to what 
might be expected in the way of private financmg by the railroads 
and to what extent the War Finance Corporation contemplated en- 
tering into the field of helping in the way of financing. 

Mr. Meyer. We have no definite program or expectation, because 
it depends on conditions which have to be determmed in the future, 
and it depends on the attitude of Congress in this appropriation. 
We passed a resolution that we would extend aid, in proper cases, up 
to 8100,000,000. That would leave, so far as that resolution is con- 
cerned, only $30,000,000. 

Mr. GiLLETT. That was to railroads. 

Mr. Meyer. To the railroads; yes. That was merely an expres- 
sion of our attitude before we had concrete cases. We would be 
limited, of course, to a total of something less than the amount au- 
thorized, because we have loaned to others. Under the act the limit 
is $437,500,000 on direct loans under section 9, so that would be the 
maximum less any loans we have already made. 

Mr. Gillett. i ou mean you have that much capital still left ( 

Mr. Meyer. No; we have $150,000,000 of unsubscribed capital 
which we could take out. 

Mr. Gillett. You have used up $350,000,000, you mean i 

Mr. Meyer. In connection with our loans, Government bonds, and 
cash on hand. But we can sell bonds to the Treasury and get cash 
out of such sale of bonds to the Treasury. We can also issue our own 
bonds if we deem it wise, so that we have some resources. But, 
frankly, I hope that the appropriation and the additional credit 
which the appropriation will give to the railroads will permit a res- 
toration of credit to the properties, so that the Railroad Administra- 
tion and the bankers will be able to provide most, if not all, of the 
needed money. 

The Chairman. It is right at that point that I want to get your 
opinion. Assuming that the appropriation should be made, do you 
think the opinion expressed by tne director general — having in mind 
that it is necessarily subject to varying conditions — is warranted: 
that the railroads themselves can be expected to finance about 
$500,000,000 through private sources during this fiscal year i 

Mr. Meyer. I tMnk Mr. Hines is warranted in expressing that 
opinion, subject, of course, to tlie changing conditions. 

The Chairman. One other question in comiection with what you 
said prior to your last answer. The War Finance Corporation is 
authorized to issue its bonds to the extent of six times its capital. 
In point of fact, has it issued any Ixmds ? 
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Mr, Meyek. No bonds have been issued at all. 
The Chairman. Does it cootemplate issuing any ? 
Mr. Meyee. Wo have had the matter up for discussion with the 
Secretary, and it is not impossible that we shall issue bonds, but 
we think that at this time, with the Liberty loan impending, it 
would be unwise to do it. As our operations m Government bonds 
in support of the bond market may be necessarily increased, and 
as it IS the Treasury policy to purchase more largely than the 
sinking fund would permit — that is, the bond purchase fund or 
the Treasury — it mignt be in the public interest for us to issue our 
own short-tenn bonds and buy long-term bonds and support the mar- 
ket. That is a possible future use to which our own bonds might be 
put, which would be of advantage to the whole situation; but that, 
again, is in the future. We now have $150,000,000 unissued stock, 
which ia one resource that we can use before we issue bonds, or after- 
wards if we prefer. I am personally in favor of issuing bonds for 
the corporation if we need any more capital or any more money 
rather tnan to use the $150,000,000 of unissued stock, for the reason 
that a corporation selling bonds and having unused resources sells 
them to greater advantage than if it has used all of its resources 
and needs more money and it becomes obvious that the bond issue is 
the only way to get it. Therefore, 1 personally would favor issuing 
our bonds, holding the unused resources for the advantage it would 
be in getting a better rate and in making a better sale. 

The Chairman. Does the act restrict you as to the terms of the 
bonds you may issue t 

Mr. Meter. We are limited, I think, to not less than one year and 
not over five years, and the rate of interest, I think, is not over 6 
per cent. They may not be sold for less than par. There are certain 
tax exemptions which are given to buyers which are in accord with 
the provisions of the second liberty loan; a $5,000 tax exemption 
complete and then the normal tax exemptions. 

Mr. G1LI.ETT. Would there be any harm in stating how many 
Government bonds you have on hand now ? 

Mr. Meyer. No, sir; we have about $240,000,000 of all issues — six 
difFeront issues. 
Mr. GiLi.BTT. And you have sold a good many to the Treasury, too. 
Mr. Meyer. Oh, yes. I think we have sold in all something over 
$300,000,000 bonds since the beginning to the Treasury, to the Post 
Office, and to the Alien Property Custodian. 
Mr. GiLLETT. That means you have bought over $500,000,000. 
Mr. Meyer. We have bought almost $550,000,000 worth of bonds 
in all. 



> 
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Financial sUitenient for th^year 1918. 

Re(iuiremeiits for 1918: 

Standard return $928, 314, 372 

Additions and betterments 573, 334, 1 19 

Advances to inland waterways 4, 361, 4N> 

Loan to New York New Haven & Hartford 51 , 475, (KH) 



Total 1, 557, 484, 977 



Resources : 

Income from operation ?732, 314, 372 

Deduct working capita] as follows — 

Cash .S247, 100, 000 

Agents' and conductors' balances . 154, 000. 000 
( .redit for material and supplies . . 1 00, 000, 000 



501,100,000 
Less outstanding current liabilities. . . 162, 047, 865 



339, 052, 135 



393, 2G2, 237 
214,211,190 



Income of companies applicable to additions and betterments 

( )pen account due companies, applicable to additions and better- 
ments 

Revolving fund 500, 000, 000 

Appropriation required 381, 80(i, 904 



68, 204, 646 



Total 1, 557, 484, 977 



Net requirements: 

Additions and betterments 290, 918, 28;^ 

Working capital 339, 052, 135 

Advances to inland waterwavs 4, 361, 4S6 

Loan to New York, New Haven & Hartford 51, 475,000 

Operating deficit 196, 000, 000 

Total 881, 806, 904 



Appropriations: 

Revolving fund 500, 000, 000 

Additional appropriation requested 381 , 806, 904 

Total K81, 8(M^ 9(M 

Estimate of financial requirements for the year 1919. 



Requirements. 



1. Expenditures contemplated on inland waterways 

2. Financing Boston-lyfame reorganization 

3. Financing equipment orderea in 1918 and to be delivered in 1919 

4. Financing other necessary capital expenditures for additions and better- 

ments, Including equipment 



Estimated 
expend- 
itures. 



$12,840,000 , 

20,000,000 ' 

286,000,000 ' 

491,000,000 ' 

809,840,000 



Estimated 

amount 

which 

must be 

appropriated. 



S]2,»I0,0Q0 

20 000,000 

286,000,000 

49,353,096 



368,193,098 



SUMMAHT FOR 1918 AND 1919. 

Original appropriation $500,000,000 

Additlonalrequireraent for 1918 381,806,90J 

Requirement for 1919 36 8, 198, W 

Total 1,250,000,000 
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Dectsion op Director General on Certain Questions Relating to the Stand- 
ard Form of Contract. 

United States Railroad Administration, 

WasMngUm, September 6, 1918. 

A number of (questions involved in the negotiations for a standard form of contract 
have been submitted for my personal decision by counsel representing the railroads, 
and also counsel for the National Association of Owners of Railroad Securities. I 
have given careful consideration to the oral printed arguments made in support of these 

• ontentions. 

1 1 ) It is insisted that section 1 of the contract should be amended so as to give an 
appeal from the Interstate Commerce Commission to the Court of Claims as to all of 
the matters which by the terms of the contract are referred to the commission for 
•lorision. There are a number of matters purely administrative as to which an appeal 
ought not to be considered and as to which the contention of counsel can not be sus- 
tained. 

It is provided in the Federal control act (sec. 6) that any loss claimed by reason 
'>f additions, betterments, or road extensions, or constructed pursuant to said section, 
may be determined by agreement between the President and such carrier failing such 
di^Teement, the amount of such loss shall be ascertained as proi-ided in section 3 
hereof. 

A? to all such matters, the contention of counsel is sustained, and provision will be 
made in the contract providing for an appeal to the Court of Claims. As to the other 
matters in the contract referred to the Interstate Commerce Commission for decision, 
tVie contention is disallowed. 

r2) The contrac't as drawn, pro\dded that each carrier should turn over to the 
Director General a working capital which had been tentatively agreed upon as repre- 
M'uting the expenses of the carrier for one month "without interest. It was insisted 
that this pro\ision should be stricken out; and that no working capital as such should 
he ini^isted upon, and that such balances as came over to the Railroad Administra- 
tion from any carrier should bear interest at the average rate received by the company 
'luring the year 1917, or its daily cash balances in bank. 

There is great force in the contention that the carriers sliould provide a working 

• apital; but I have decided to waive this, and sustain the contention of counsel, 
and the contract has been directed changed accordingly. 

(Z) The acceptance cJavsc. — Counsel have insisted, especially the counsel represent- 
ing' the Association of Security Holders, that the acceptance clause of the contract 
wiiereby it required that all loss and damages to the business or traffic by reason of 
the diversion thereof or otherwise which has been or may be cau.^'ed by the taking 
over or the possession, use, control, or operation of the carriers, was unjust to the 
'•arriers, and should be stricken out; that the carriers should have the right, now or at 
tlie end of Federal control — 

HZ) To sue for the loss of good "will, loss of business, diversion of traffic, or loss of 
"•rporate organization; or 

iM That if the road should not be returned to the carriers as now contemplated 
i>y the Federal control act, the effect of the acceptance clause as now written would 
be to deprive the carriers of the right to claim damages by reason of said items. 
This presents the question as to whether the compensation provided to be paid by 
the Federal control act is intended to be inclusive and exclusive. By the terms of 
the act of 1916, the President was authorized to take over the railroads for war pur- 
po?es, to use the same as a unified system of trans])ortation, to divert traffic, and to 
make such use of the railroads as the Var situation required. 

The Federal control act not only contemplate*? the same use, but definitely contem- 
plates a unified control and use of the railroads as one great sA-stem of transportation. 
There can, in my judgment, be no doubt but that the methods proNnded in said act 
I'T rompensation; that is, by agreement if an agreement can be made, if not by the 
dK'ision of the Court of Claims — was intended to embrace all of the damage which 
the owners have a right to claim. This was the \Tew of the general counsel of the 
Railroad Administration and of all of my advisers; but the question was pressed 
upon me so strenuously that it seemed wise to refer it to the Attorney General for an 
'Opinion, and an opinion was received, written bv the Solicitor General as follows: 

"The contention made by counsel for the security holders as to paraeraph (a) 
'W'tion 3 should be rejected. They are not entitled to have the contract so framed 
1" to leave them after the acceptance of the agreed compensation \^^th a right of action 
i'>r further damages based upon the loss of good-will and the division or diversion of 
traffic. 
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" Unquestionably the just compensation which the statute provides, is intended 
to cover these as well as all other elements of loss and damage." 
The contention, therefore, must be rejected. 

(4) It was also contended that the Director General should pay to the carrierB a suffi- 
cient sum from operating expenses during Federal control to pay the corporate ex- 
penses of the earners. I gave careful consideration to this subject some months ago 
and reached the conclusion to which I still adhere that this contention is unsound 
and must be rejected. 

(5) It was insisted that paragraph (6) of section 5 should be stricken out. This 
provides that the Director General may expend and charge to the carriers a sufficient 
sum to make such deferred maintenance as may be necessary to make the operation 
of the carrier safe, assuming a use of the road similar to the use during the test period, 
and not substantially enhancing the cost of maintenance over the normal standard of 
maintenance of railroads of like character and business durini? said period . 

It does not seem to me open to dispute that the power to make deferred maintenanre 
is a necessary power,, and is one wliich the statute contemplates may be exercised; 
and the contention should, therefore, be rejected. 

(6) It was contended that section 7, providing for compensation, should be so 
amended that the power to deduct from tne amount of compensation pro\'ided in the 
contract to be paid the carrier should not be exercised for deferred maintenance, 
additions, and betterments, or road extensions. 

I have given very careful consideration to the arguments and have decided to 
provide in the contract that the power of deduction will not be exercised so as to 
prevent the payment of interest where interest was regularly paid during the three- 
year period, or to provide sum sufficient to support the corporate organization, to 
keep up the sinking funds of the carriers required by contracts in force December 
31, 1917, to pay taxes and other sums necessary for the payment of rents for leased, 
operated, or controlled roads; nor shall such deduction be made in respect of additions 
and betterments which are for war purposes and not for the normal development of 
the company; nor in respect of road extensions. 

This substantially grants the contention of the carriers and the security holders, 
except to the extent that they request that such power of deduction be not insist e^J 
upon when its exercise would interfere with the payment of dividends regularly paid 
durin» the three-year period. I must deny this p ortirm of the request, because if 1 
should accede to it the result would be that railroad companies would be permitted 
to pay improvident dividends when the funds s ) used ought to be employed in takin? 
care of deferred maintenance and in payment of their just debts to tne Government. 
This ruling need not operate to embarrass any company which has paid di^ddend8 on 
a provident basis and has retained, and does retain, as it is recogmzed all well-regu- 
lated companies should retain, a substantial surplus of its income to provide a margin 
of credit and cover unproductive improvements. In every such case the company 
will be in position to provide for deferred maintenance, if any, and to make reas n- 
able provision for reimbursing the Government and there need be no interference 
with the company's dividends as regularly paid during the test period. 

(7) It was als ) insisted that in determining the amount to be added to the compen- 
sation of the carriers upon the cost of any additions and betterments less retirements 
provided for by section 4 of the Federal control act, the rate of interest to be allowed 
should be at least sufficient to offset the cost to the carrier of money borrowed where 
the moneys advanced by the company had to be secured from outside loans. 

It has seemed to me that this contention should be granted to the extent of pro- 
viding that the rate of interest to be allowed where the money was advanced by the 
Director General should be the same rate which the Director General cliarged the carrier 
for the money loaned. The contract may be charged accordingly. 

Other matters of less moment were discussed. These have been passed upon and 
the contract as now drafted reflects my final view as to these several matters. 

W. G. McAdoo. 



General Statement op the Director General Respectino the Standard Form 

OP Contract. 

United States RArLROAD Administration, 

Washingtorif September 5, 1918. 
I am announcing to-day the form of contract which the Government is willing t<» 
make with the railroad companies covering Federal control of the railroads and the 
compensation therefor. 

The formulation of these contract pm visions has been in progress since the approval 
of the Federal control act on March 21 last. The length of time consumed in tlus work 
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has h«en due to the riiffirolties and intricaciea of the subject, the absence of precedent 
for a contract of this nature, the great variety of railroad conditions and practices 
which had to l>e carehilly comridered and discussed before finally adopting a uniform 
plan, and the neccasity of giving to the great number and variety of interest affected 
the fullest oj) port unit J' for hearing and diacusrioQ upon every aspect of the many- 
sided problems. 

In mxler that no phase of the public interest might he unrepreoented, I armnged at 
the outeet for, and have continuously had, the benefit of the advice and aseistance in 
thia matter, of a committee of the Interstate Commerce Commianon, con^ting of 
Me^irs. Clark, Hall. Anderson, and Mover. 

The railroad companies and the railroad security holders have been represented 
hy committees as weli as by counsel. In addition to the various formsi hearings and 
diBcuBsious. there have been repeated interviews at which a great many special 
problems affecting particul^ railroad companies have been full^ represented. 

The draft of contract adopted is the outcome of all these hearings, discussionB, and 
confdderatiuns. and represents, in my judgment, a form of contract which conforms to 
law. protects the public interest, and accords to railroad companies and their stock- 
holdersand bondholders the just protection which was contemplated hy the Govern- 
ment when it look poasesKion and control of the railroads. 

Aside from recitala, deftnitions. and description of property, the draft of contract 
covers only !2 pages. The principal features are as follows: 

The railroad company accepts the contract and the compensation therein provided 
for in full satisfaction of all claims on account of Federal posseesion and control. 

Provision is made for the numerous features of operation and accounting during 
Federal control, for the allocation of revenues on traffic in transit at midnight Decem- 
ber 31, 1917. for the handling of ''overlapping" items ot expense, etc. 

Provision is made for the maintenance of the property during Federal Conlroi, ot 
courseat the expense of the Government, on substantially the same basis asduring the 
three-year test period ending June 30, 191", and for the return of the property at the 
end of Federal control in substantially as good repair and substantially as complete 
in equipment as on January 1, 1918; it is provided in effect that if during the test 
period the maintenance expenses were not sufficient to put the property in condition 
for safe operation, the additional maintenance necessuy for safe operation may be 
provided at the expense of the company with the limitation that the cost of main- 
tenance shall not be increased at the expense of the company over the normal standard 
of maintenance of railroads of like character and business during the teat period. 

Provision ia made for the payment of taxee in accordance with the Federal control 
act. 

Provision is made for the annual compensation [which will be fixed in each case in 
accordance with the provisions of the Federal control act) to be paid to the company 
in quarterly installments. This compensation will not be subject to any dedui lions 
which would prevent the company from supporting its corporate organization, keeping 
up its sinking funds, paying taxes and rents, and interest heretofore regularly paid, 
and intK'est on loans issued dAiring Federal control. These requirements of the com- 

Cy for corporate expenses and fixed charge being thus provided for, the Government 
the right to make deductions from the remaining compensation to satisfy indebted- 
ness which the railroad company may owe to the Government; however, the contractor, 
declares the power of deduction to be an emergency power, to be used only when no 
other reaaonaole means is provided by the company to reimburse the United States, 
and not to be used so as to interrupt unnecessarily the regular payment of dividends ' 

made by the company during the test period. I 

Provision is made for the orderly presentation and disposition of claims on the part I 

of the railroad company for amounts expended bv the Railroad Administration for | 

additions to its property which, in the opinion of the railroad company, are not for its | 

advantage and. for which it believes it should not bo charged. 

Provisions are also made for final accounting at the end of Federal control. 

In comparatively a few instances, considering the opportunity for differences ot ' 

opinion, there appear to remain some objections, on the part of some of the interests 
which have been heard, but these objections are, in my opinion, without foundation. 

One of these objections is that the contract ought to leave open for litigation at 
the end of Federal control the question whether the railroad has been damaged by 
diversion of its business during Federal control. This claim is not tenable because i 

the railroads have been taken over for war purposes which necesaitato diversion ot ' 

traffic, heuce there can be no escape from the view that Congress intended the com- i 

peusation which it authorized to cover this clement. This demand of certain interests ' 

IB, in effect, for an opportunity to litigate and is a demand which need not be urged ' 

if the railroad company, inst^d ot making the contract offered^ should, instead, go 
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to the Court of Claims to get its compensation. In this event the railroad company 
would get only a single compensation, covering its entire claim, including any damages 
for alleged diversion, and would not be allowed to litigate at the end of Feiaeral con- 
trol the question of diversion of business. The contract ought not, in this respect, 
to put the railroad company in any better position than it would occupy if it made no 
contract. This demand is not only unreasonable but the director general has no 
lawful authority to grant it as I have been advised by the Solicitor General of the 
United States to whom I submitted the question and who has considered and approved 
the legal aspect of the contract. 

Objection has also been made that the contract ought not to require a railroad com- 
pany to pay out of its compensation such additional amount as may be neces8ar>' to 
bring a railroad, which at the beginning of Federal control was in unsafe condition, 
up to a condition of safe operation. This objection really means that the Government 
ought to accept and continue such a property in an unsafe condition (which would be 
clearly contrary to the public interest and ultimately contrary to the interest of the 
owners of the property), or should itself repair at its own cost the fault of the owners 
and put the property in a better condition than the owners kept it, thus gi'vdng the 
owners not only compensation, but besides, at the end of Federal control tne advan- 
tage of having, without cost, an improved property, while this advantage would be 
denied to railroad owners who had properly maintained their property. I have not 
been able to accede to this view. I have felt that railroad owners had no right to 
make any such demand, nor do I believe that railroad owners generally do make any 
such demand. Under the contract, however, this right to bring the property up to a 
condition of safe operation is not to be exercised so as to interfere with the railroad 
company's payment of its fixed charges, including interest heretofore regularly paid. 

Some objection has also been made that no pait of a railroad company's compensa- 
tion should be used to pay its debts to the Government except such part as mieht 
remain after the company's payment of its customary dividends. This objection nae 
no bearing where a company has paid dividends on a provident basis and has retained, 
as it is recognized all well-regulated companies should retain, a substantial surplus 
of its income to provide a margin of credit and cover unproductive improvements. 
In every such case the company can, in accordance with the contract, make other 
reasonable provision for reimbursing the United States and there need be no inter- 
ference with its dividends as regularly paid during the test period. The objection 
only applies where a railroad company has paid improvident dividends. 

As to such a case the argument is that the contract should put the company in a far 
better position ^han it would occupy if it made no contract and in a far better posi- 
tion than it would occupy if it continued in private control and enjoyed an income 
equal to the compensation guaranteed by the Government. Without a contract, 
the right of deduction in such cases would be clear. Under private management, 
and with a corresponding income, the company would have to pay the penalty of 
improvident dividends through the loss of its credit and, ultimately, the breaking 
down of its property. The proposition is baldly that the Government shall protect 
the company in paying improvident dividends, and then lend it money to cover all 
its indebtedness arising since Federal control, and render it immune from the conse- 
quences of its own improvidence. All of these objections are unreasonable. It is not 
possible to believe that .they express the ^aews of the railroad companies generally, 
or the owners of railroad securities generally. These points are mentioned, however, 
because they appear to have been made the subject of very considerable publicity. 

Frequently the arguments urged in opposition to certain features of the proposed 
contract have suggested the idea that under any such contract the railroads would be 
in a much worse position than if they had remained in private management. It may 
be well, therefore, to look at the situation which confronted the railroads last Decem- 
ber and to consider what would probably be their present status if still in private 
management. 

Last December the expenses of the railroads were increasing with great rapidity. 
They were hedged about in their efforts to obtain increased rates by the numerous and 
various restrictions imposed by the States, and also by the limitations imposed by 
the interstate-commerce act. They were confronted by imparative demands for 
greatly increased wages and were without machinery to insure an amicable settlement 
of these demands. They were finding it almost impossible to borrow money on any 
terms to make the improvements which were indispensable to enable them to per- 
form their public service. The operating results for the first four months of 191^^ 
indicate that if the railrcads bad been under private control during that period they 
would have lost in operating income, as compared with the corresponding period of 
the preceding year, $136,116,533; and as compared with an average of the corre- 
sponding period for the three-year test period, $96,064,356. This takes no account 
of the wage increase subsequently made, which nevertheless was retroactive to 
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January I. These adverse conditions, coupled with the extreme difficulty of borrow- 
iDg money, would probably have resulted in the failure of B'jme of themoBtimportaot 
railroad companies in the country to meet their obligations under private manag- 



Under Federal control the railroads have the opportunity to contract with the 
Government for a ^aranteed income on a just basis, which relieves them of the 
formidable anxieties which confronted them in December, and which would still be 
confronting them under private control. They are able to borrow money from the 
<jovernmeiit on leasunable terms for necessaiy improvements. These are funda- 
mental things which impress the great body of railroad investors and should make 
them satisfied with the status as it now exists. 

Of course no railroad company is compelled to accept the form of contract the 
Government offers. The company ie free to reject the contract and go into the Court 
of Claims to obtain such compensation as the Court of Claims will allow and to work 
out, under statutory and general legal principles, all the details of the relationship 
which will arise between the Government and the company on account of Federal 
control. I am convinced, however, that the contract offered by the Government 
ie just and reasonable. The railroad owners have no right to assume more than that 
and if the Government offers leas, they are fully protected by their right to reject 
the Government's offer and go into the Court of Claims. 

W. (i, MC.^DOO. 
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